| 86th Congress 


2d Session 


FOREIGN COMMERCE STUDY 


INTERIM REPORT 


TO THE 


COMMITTEE ON 
INTERSTATE AND FOREIGN COMMERCE 
UNITED STATES SENATE 
BY 
SPECIAL STAFF 


ON THE 


STUDY OF U.S. FOREIGN COMMERCE 


APRIL 25, 1960 


Printed for the use of the Committee on Interstate 
and Foreign Commerce 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1960 





COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 


WARREN G. MAGNUSON, Washington, Chairman 


JOHN O. PASTORE, Rhode Island ANDREW F. SCHOEPPEL, Kansas 

A. 8. MIKE MONRONEY, Oklahoma JOHN MARSHALL BUTLER, Maryland 
GEORGE A. SMATHERS, Florida NORRIS COTTON, New Hampshire 
STROM THURMOND, South Carolina CLIFFORD P. CASE, New Jersey 
FRANK J. LAUSCHE, Ohio. THRUSTON B. MORTON, Kentucky 
RALPH YARBOROUGH, Texas HUGH SCOTT, Pennsylvania 

CLAIR ENGLE, California 

E. L. BARTLETT, Alaska 

VANCE HARTKE, Indiana 

GALE W. McGEE, Wyoming 


EDWARD JARRETT, Chief Clerk 
Joun M. McELtrRoy, Assistant Chief Clerk 
HAROLD I. BAYNTON, Chief Counsel 
JaMEsS E. BAILEY, Assistant Chief Counsel 
GEORGE A. BARNES, Staff Director, Foreign Commerce Study 


REGIONAL SUBCOMMITTEES—FOREIGN COMMERCE STUDY 


EUROPE 
JOHN O. PASTORE, Rhode Island, Chairman 


GEORGE A. SMATHERS, Florida ANDREW F. SCHOEPPEL, Kansas 
STROM THURMOND, South Carolina CLIFFORD P. CASE, New Jersey 
FRANK J. LAUSCHE, Ohio THRUSTON B. MORTON, Kentucky 


LATIN AMERICA 


GEORGE A. SMATHERS, Florida, Chairman 


JOHN O. PASTORE, Rhode Island ANDREW F. SCHOEBRPEL, Kansas 
STROM THURMOND, South Carolina JOHN MARSHALL BUTLER, Maryland 
RALPH YARBOROUGH, Texas NORRIS COTTON, New Hampshire 


ASIA 


WARREN G. MAGNUSON, Washington, Chairman 


CLAIR ENGLE, California JOHN MARSHALL BUTLER, Maryland 
E. L. BARTLETT, Alaska CLIFFORD P. CASE, New Jersey 
GALE W. McGEE, Wyoming HUGH SCOTT, Pennsylvania 


AFRICA 


A, 8. MIKE MONRONEY, Oklahoma, Chairman 


RALPH YARBOROUGH, Texas NORRIS COTTON, New Hampshire 
VANCE HARTKE, Indiana THRUSTON B. MORTON, Kentucky 
GALE W. McGEE, Wyoming HUGH SCOTT, Pennsylvania 


CANADA AND ICELAND 


WARREN G. MAGNUSON, Washington, Chairman 


CLAIR ENGLE, California ANDREW F. SCHOEPPEL, Kansas 
E. L. BARTLETT, Alaska NORRIS COTTON, New Hampshire 


0 





LETTER OF TRANSMITTAL 


U.S. Senate, 
CoMMITTEE ON INTERSTATE AND Foreign CoMMERCE, 
April 25, 1960. 
To Members of the Committee on Interstate and Foreign Commerce, 
US. Senate: 
I transmit for your attention and consideration an interim staff 
report on the special study of the U.S. foreign commerce initiated 


by the committee in July 1959. 

The report reflects the importance of the subject of our foreign 
trade at the present time and proposes, for consideration, steps which 
might contribute to an improvement of our export volume and our 
balance of payments position. 

Warren G. Macnuson, 
Chairman, Committee on Interstate and Foreign Commerce. 
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FOREWORD 


This is an informal progress report on the study of U.S. foreign 
commerce initiated by the Senate Interstate and Foreign Commerce 
Committee in July 1959. It is intended to inform the chairman and 
the committee of what has been done, to present certain preliminary 
observations and to indicate specific problems in the area of inter- 
national trade on which further study would be productive. 

The study was undertaken pursuant to Senate Resolution 27 (86th 
Cong., 1st sess.) in accordance with the committee’s responsibility for 
matters affecting foreign commerce generally. The aim of the inquiry 
was stated as follows in a memorandum approved by the committee 
in August 1959: 


The priniary aim of the study by the Committee on Interstate and Foreign 
Commerce is to determine how U.S. foreign commerce is faring in an altered 
wae trade situation. Basically the inquiry will attempt to answer these ques- 
tions : 

What is happening to U.S. world trade? 

What are the implications, favorable or unfavorable, in terms of the national 
interest of the United States? 

What are the primary factors operating for and against U.S. commerce in 
world markets? 

What should be done to strengthen the U-S. position and improve the situa- 
tion generally? 

The study has concentrated thus far on the competitive position of 
U.S. products in world markets at a time when the export activity of 
other free world industrial nations is intense and a major trade ex- 
pansion drive by the Soviet Union must be expected. 

The aneroesk taken in the study to date may perhaps best be in- 
dicated by the following: 

1. In response to the committee’s decision to examine U.S. trade 
with major regions of the world, the staff has completed preliminary 
studies of present and developing patterns of commerce with Euro 
Latin America, Asia, and Africa and the Near East. In these studies, 
the results of which are included as Part II of this report, principal 
emphasis is given to the definition of the major factors, present and 
prospective, affecting our trade with the region. 

2, On-the-ground studies of factors affecting the competitive posi- 
tion of U.S. products have been made by four members of the Senate 
committee in major regions of the world. Senator Hugh Scott (Re- 
publican, Pennsylvania) visited 19 countries of southeast Asia and 
Africa ; Senator ngle Democrat, California) conducted inquiries in 


the Fuipnines and Hong Kong; Senator George Smathers (Demo- 


crat, Florida) traveled to 10 countries of Latin America, and Senator 
Norris Cotton (Republican, New Hampshire) visited several coun- 
tries of Europe. Tn each case the Senators were accompanied by 
assistants from the committee’s staff. Individual reports summariz- 
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ing the results of their surveys are being made to the committee by 
the Senators concerned. 

These Members of the Senate made it a point to meet as many local 
businessmen and local representatives of American concerns as pos- 
sible in all of the countries visited, as well as U.S. diplomatic and 
commercial officers and officials of the local governments. Since one 
of the aims of the committee’s study is to'tap the practical experi- 
ence of individuals and companies engaged in export operations, the 
information developed at first hand from these sources during the 
field surveys by Senators Scott, Engle, Smathers, and Cotton is of 
prime value to the study. 

8. An advisory committee of qualified private citizens consisting of 
business executives, bankers, and economists has assisted in giving 
direction and purpose to the study. In response to an inquiry pre- 
pared by the study staff, members of the advisory committee have 
made known their views on a series of major trade policy questions. 
Taken together, these views represent the considered judgments of 31 
persons whose broad practical experience gives them a high degree of 
competence in the area of foreign trade. A summary of their com- 
ments is included in this report as part ITT. 

4. A second consultative group of businessmen is performing a 
different function. This is a panel of consultants named by members 
of the Senate committee to assist in obtaining the opinions of the 
business community at the local level. A questionnaire designed by 
the study staff to determine the attitudes of medium and small Ameri- 
can manufacturers toward participation in our export trade is now 
being circulated by members of this consultative panel to selected busi- 
ness concerns in their respective localities. This sounding may pro- 
duce significant information both on the interest of smaller firms in 
the export market and on the nature of existing obstacles to broader 
participation on their part. 

5. As a further means of developing information, public hearings 
on a wide range of subjects pertaining to the U.S. export position 
are scheduled to begin April 25 and continue to May 10. Repre- 
sentatives of the executive branch, spokesmen for various major export 
industries and representatives of economic research institutions have 
signified their intention of appearing during the hearings, which will 
cover the following subjects: 

U.S. trade and world markets: The present export picture, 
significance of current trends; main sources of competition ; trade 
potentials of underdeveloped countries; major factors affect- 
ing U.S. competitive position; exports in relation to the balance 
of payments. 

easures to expand U.S. exports: Strengthening of present 
U.S, trade promotion operations; reduction of foreign import 
restrictions; present export credit facilities and proposals for 
new mechanisms; travel dollar gap and proposals for promoting 
increased travel. 

U.S, trade with Sino-Soviet bloc: Effectiveness of present U.S. 
policy on trade with the U.S.S.R. and China; analysis of trade po- 
tentials with the U.S.S.R. and China; U.S. export restrictions. 
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Sino-Soviet trade expansion: Economic and political implica- 
tions of Soviet trade expansion; dimensions of present Soviet- 
free world trade; evaluation of Communist competitive poten- 
tial ; implications of Communist bloc dumping operations; Com- 
munist trade practice compared to U.S. and free world practice. 

U.S. trade and common market: Immediate and long-range 
implications of movement of U.S. productive facilities (a) to in- 
dustrialized areas and (6) underdeveloped countries; implica- 
tions of Common Market and other regional trade groupings. 

6. The study reflects a consistent effort by the staff to obtain the 

7 inions of representatives of industry, exporters, and government 

cials regarding current export problems and the possible need for 
veaidiad legislative action. 

7. As the result of information developed by the study, the chair- 
man of the committee has introduced legislation (S. a) designed 
to recapture a substantial portion of the current billion-dollar a year 


travel deficit by promoting foreign travel to the United States. 
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I. THE UNITED STATES IN WORLD COMMERCE— 
SURVEY AND RECOMMENDATIONS 


SUMMARY 


In 1959 the United States experienced its slimmest export surplus 
in any postwar year. As a result, trade earnings covered less than 
one-quarter of the cost of oversea military expenditures, foreign aid, 
and the loss of exchange due to foreign travel and other private spend- 
ing. Though our international fiscal position is presently sound, con- 
tinued balance of payments deficits of the present magnitude could 
threaten America’s economic leadership of the free world. 

Restoration of an adequate trade balance is essential, but its achieve- 
ment demands a vigorous and concentrated national effort toward 
increasing the volume of U.S. exports—particularly in light of the 
evidence that many oversea mar are being lost due to foreign 
competition and to the development of other disadvantageous trading 
conditions. Recognizing the presence of many other complex factors 
influencing export expansion, the study is now being directed to the 
following problems: 

1. Implications for U.S. trade of the movement of U.S. produc- 
tive facilities abroad. 

2. Implications of the trend toward the organization of trade 
through regional groupings. 

3. Measures to facilitate and increase the participation of 
medium and small producers in the export market. 

4. Trade relations with the Communist bloc and possible coun- 
termeasures to. Communist trade expansionism. 

5. Factors affecting product competition and possible measures 
to improve the competitiveness of U.S. goods 

6. The future of U.S. trade relations with underdeveloped 
countries. 

Meanwhile, immediate action is recommended to remedy three im- 
portant and more obvious shortcomings in our present administration 
of foreign commercial affairs. The following steps are proposed : 

1. A major overhaul to strengthen and improve our foreign 
trade promotion activities—including the establishment of an 
adequately staffed Foreign Commercial Service directly respon- 
sible to the Department of Commerce. 

2. Institution of a system of export credit insurance at least 
equal to those of our trade competitors. 

3. Establishment of a U.S. Office of Travel and Tourism to 
promote more travel by foreigners to this country. 


1 
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THE TRADE PICTURE—1960 


Recent trends in commodity trade 


Entering the sixties, the condition of the U.S. export trade is not 
unlike that of a very large business concern which is barely managing 
to hold its own while smaller but livelier competitors are growing by 
leaps and bounds. 

till far and away the world’s et single supplier of merchan- 
dise, offering the largest variety of goods, the United States sold 
$16.2 billion worth of commodities in the world market in 1959. 
This was more than half again as much as its nearest competitor, 
West Germany, and—just for the record—about eight times as much 
as Soviet Russia’s trade with the free world. 

Nevertheless there was scant satisfaction to be taken in our 1959 
export performance. On the contrary, there was cause for serious con- 
cern in the fact that export sales showed no gain over the precedi 
year and fell considerably below the 2 years preceding that. Instea 
of increasing during a period of unprecedented prosperity and eco- 
nomic expansion in the Western World, the international sales of 
the United States dropped 7.4 percent between 1956 and 1959. 

During this same period the resurgent industries of Western Europe 
and Japan pumped a steadily increasing volume and variety of prod- 
ucts into world commerce. Between 1956 and 1959 exports of West 
Germany increased 33.2 percent; of France, 23.6 percent; of Japan, 
38.2 percent, and of the United Kingdom, 4 percent. Even in the 
lesser industrial nations of Europe, export volume showed substantial 
gains—for example, Italy, 34.4 percent; the Netherlands, 26 percent; 
and Belgium, 3.4 percent. 

In contrast to this thriving expansion of free-world commerce, 
Soviet trade outside the Communist bloc remained negligible. As 
of the beginning of 1960 the Soviet Union could not be considered 
a major competitor in world markets. During 1958, Soviet trade 
represented only 4 percent and in 1959 only 5 percent of total world 
trade; and, of this total, in 1959 less than one-fourth was with non- 
Communist countries. Thus, in termsof free-world trade, the U.S.S.R. 
in 1959 ranked alongside the Union of South Africa and below 
Denmark and Switzerland. 

Nor do Soviet claims to a significant increase in its foreign trade 
in recent years bear close examination. While the total volume of its 
exports and imports increased from $6.5 billion in 1955 to $10.6 bil- 
lion in 1959—a gain of 60 Ss of the gain was in trade 
with satellite countries inside the economy of the Communist bloc. 
In the same period, U.S.S.R. trade with countries outside the bloc 
actually dropped off slightly—from $2.7 billion in 1955 to $2.6 billion 
in 1959. 

Nevertheless there were abundant signs of stepped-up Communist 
commercial intercourse with the free world. By the end of 1959 some 
289 trade agreements had been concluded between bloc countries and 
free-world nations, and Soviet trade representatives were eee 
substantial commodity transactions looking to increased business wit 
the highly developed nations as well as the underdeveloped countries 
of the free world. If the Soviet Union was nota major competitor 
in world commerce at the beginning of the sixties, it was evident that 
it meant to be by the decade’s end. 
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In themselves, the export gains of Western Europe and Japan were 
symptomatic of healthy economic relations and a in the 
Western community of free nations. They reflected the we 
industrial strength of our major political commercial partners an 
gave dramatic emphasis to the successful fruition of U.S. interna- 
tional economic policy since World War II. 

But the reentry of Western Europe and Japan into the world mar- 
kets as significant and successful competitors produced a wholly new 
world trade situation, vastly different from the seller’s market which 
the United States comfortably dominated for more than a decade after 
World War II. 

Since the United States is not only the largest seller but the largest 
buyer in the international market, a large proportion of the increased 
exports of Western Europe and Japan was consigned to this country. 
Thus, in addition to the new competition offered to U.S. products 
in third-country markets, the upsurge in Western European and 
J aun exports produced in 1959 an alltime record of $15.3 billion 
of foreign imports by the United States. 

Of this total, 36.5 percent came from Europe and Japan. Between 
1954 and 1959, U.S. imports from other regions of the world held 
relatively steady or showed increases of about 50 percent; imports 
from Western kurope, on the other hand, went up 122 percent. As 
a result, in 1959 we had an unfavorable balance of trade with Europe 
for the-first:time in a century. 

With total exports of $16.2 billion and imports of $15.3 billion, 
however, the United States in 1959 was still selling more than it was 
buying im world markets—but by the narrowest margin since the 
thirties. Our world trade surplus at the end of 1959 was down to $0.9 
billion—71 percent below the average annual surplus of $3.1 billion 
during the fifties. 

If this dwindling margin of exports over imports were the con- 
sequence solely of the renewed commercial strength of our trading 
partners, there would be little or no cause for concern. But the steady 
upsurge in the export trade of other industrial nations since World 
War Ti—both to the United States and to third countries—must be 
contrasted with the generally increasing yet highly unpredictable 
up-and-down course of American foreign sales during this same 

eriod. While our competitors have gradually gained and securely 
held and extended one oversea market after another, U.S. export 
volume has continued to fluctuate in sensitive response to international 
crises, domestic economic conditions, and other cyclical factors. 
Nowhere is this contrast better shown than in the statistics of post- 
war U.S. exports as compared with the exports of foreign nations to 
this country, their principal market. 
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U.S. exports and imports, 1947-59 
[In millions of dollars] 


Exports Exports 
(including Imports Year i Imports 
reexports) ) 


$5, 756 $10, 215 
7, 124 294 
6, 622 


8, 852 

10, 967 

. 10, 717 
12, 263 10, 873 


NOTE.—Exports exclude military goods from 1950 on. 


Surveys of U.S. trade with four key regions of the world—Europe, 
Asia, Latin America, and the Near East and Africa—have been pre- 
pared by individual members of the staff and are included as part II 
of this report. These summaries suggest two distinct explanations for 
the faltering pace of U.S. exports in recent years. In the prospering 
industrial areas of the world, expanded local production has grad- 
ually come to fill the demand for many formerly imported items, 
leaving the United States in the position of a marginal supplier. On 
the other hand, in the lesser developed areas depressed purchasing 
power caused by recent declines in world prices for primary commodi- 
ties has combined with competitive losses to other suppliers to produce 
a falling off in U.S. sales. 

Aside from these observations, any appraisal of the strength of 
our present export structure must recognize the fact. that a good per- 
centage of our postwar overseas sales has, in a sense, been artificially 
stimulated by surplus commodity disposal programs or as a result of 
foreign purchasing power created through grant and loan ‘aid either 
directly from the United States or from international agencies fi- 
nanced in major part by U.S. funds. For example, last year about 
$114 billion in U.S. sales were financed under our own economic aid 
programs alone. Without this “pillow” our 1959 merchandise exports 
would have actually fallen short of imports by one-half billion dol- 
lars. 


Balance of payments problem 


The slump in our trade balance was a major factor in producing for 
the second successive year a deficit of disquieting proportions in our 
balance of international payments. The excess of outgo over income 
in our international account in 1958 was $3.4 billion; in 1959 it moved 
up to $3.7 billion. In the 8 years prior to 1958, the deficit had aver- 
aged only $1.2 billion. 
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TABLE 1B.—U.S. balance of payments, year 1959 


{In millions of dollars] 
I. Receipts (exports) : 

A. Merchandise exports (excluding military) +_-......__.._._.. 16, 211 

B. Services and military transactions and income from invest- 

ments: 

1. Transportation earnings..........._......._.... 1, 717 

2. Foreign travel in the United States and purchases 
Tat... SORTED aictenellainiabiipaineiantiisdeannituantiatedettilialaa nates 870 
3. Income from direct U.S. investment._..____ 2,138 
4. Income from military sales abroad_ 302 

5. Other investment income and receipts from Govern- 
meat and private miscellaneous services..tttntu.0 2, 566 


C. Total exports on current account (A. and B.)--------._-_-_ 23,337 
D. Capital transactions: Foreign capital infiow to the United 
States: 
1. Direct and long-term foreign portfolio investments in 
the United States (excluding Government section) —— 
2. Repayments on loans. 
BE. Errors and omissions (net) 


F. Total receipts 


G. Net deficit 
Met by: 
1. Gold Sales, excluding U.S. gold payment to 
IMF 
2. Short-term liabilities to foreign banks and 
other, excluding U.S. payment to IMF 
3. Transactions in U.S. government long-term 


Il. Payments (imports) : 
Bh. “CCIE” SO ice beeceemeete mercial cp 2 Cee 
B. Services and military transactions and income from invest- 
ments: 
. Transportation payments.__......................... 1, 712 
2. U.S. travel and purchases by tourists abroad_ 
. Payments on foreign investments in the U.S._--___.- 
. Expenditures of U.S. Armed Forces abroad_ 
. Expenditures for miscellaneous services, Government 
and private_ 


C. Total imports on current account (A. and B.)~-.---.-----. 23, 474 
D. Capital transactions: U.S. capital outflow: 

1. Direct U.S. investments abroad (net) 

2. Other private capital outflow (net) 

3. Private remittances and Government pensions 

4. Government grants, excluding military * 

5. U.S. Government capital outflow long term, short term 

excluding U.S. contributions to IMF * 


: Excludes about $2,000,000,000 military transfers under grants. 
uals increases in foreign capital and gold (excludes U.S. payment to IMF and 
exclu _ direct and long-term portfolio investments). 
he U.S. contribution of $1,375,000,000 to the International Monetary Fund was paid 
a $344, 000,000 in gold and $1,031,000,000 in non-interest-bearing short-term Government 
securities. 


Source: U.S. Department of Commerce, Office of Business Economics, March. 


Considering the emergence of the United States as the leading in- 
ternational banker, and the primacy of the dollar as the world’s prin- 
cipal reserve currency, a deficit of reasonable proportions in our in- 
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ternational account was to be expected. Most authorities regard the 
excess of dollar outgo prior to 1958 as part of a normal readjustment 
of Western World finances following the economic chaos produced 
by the war in Western Europe. But the sudden jump of more than 
$2 billion in our payments deficit in 1958, maintained in 1959, offers 
cause for concern. 

Among other things it means that foreign holdings of liquid dollar 
and short-term obligations against the dollar reached a total of $17.5 
billion at the end of 1959—three times the total of 10 years ago. It also 
means that, our gold supply, which stood at $24.6 billion in 1949, had 
been drawn down by the end of 1959 to $19.5 billion. Since $12 bil- 
lion of this is reauired by law for our own monetary reserves, we find 
ourselves with “free” gold stocks of $7.5 billion as the reserve against 
$17.5 billion of outstanding foreign dollar holdings. 

The fears expressed in some quarters that this situation might pro- 
voke a loss of confidence in the dollar and a consequent flight of gold 
from this country appear to be unfounded. The current gold reserves 
of 43 percent against outstanding foreign-held obligations is regarded 
by most authorities as ample to meet almost any foreseeable con- 
tingency, comparing favorably, for example, with Britain’s 25 per- 
cent reserve. Further, the countries now holding large dollar assets 
are as much concerned to maintain the stability of the dollar as the 
United States itself. Thus far, there has been no indication of a run 
on the dollar because of a lack of confidence or for any other reason. 
Most authorities agree that such an eventuality is unlikely. 

In point of fact, the accumulation of substantial dollar reserves by 
the major industrial countries has in some respects worked to the ad- 
vantage of the United States. Not only has it mereased their ability 
to buy from us; it has in many cases eliminated the balance-of-pay- 
ments difficulties that gave certain of these countries valid grounds on 
which to base import restrictions against dollar goods; and it has 
produced some relaxation of the convertibility restrictions which were 
a major impediment to trade during the dollar-shortage period. The 
United States doubtless will press these advantages at the forthcoming 
GATT negotiations in Geneva. 


PRELIMINARY OBSERVATIONS 


A payments deficit in the magnitude of $3.5 billion for 2 years 
running is not something to be ignored. While opinion as to the 
seriousness and the implications of the matter has ranged from near 
panic to near equanimity, most authorities agree that prudent meas- 
ures should be taken to restore a more comfortable equilibrium in our 
international account. The question is: What kind of measures? 

Of the available possibilities, all except one would require reversals 
or alterations of long-range U.S. policy likely to produce more harm 
than good. A serious cutback in foreign military outlays or foreign 
aid would jeopardize free world military security and economic 
growth—goals toward which U.S. policy has been directed for more 
than a decade. A general application of restrictive tariffs or quotas 
for the sole purpose of protecting our balance-of-payments position 
would represent a reversal of historic U.S. trade policy, put us in pre- 
cisely the position we object to on the part of our trading partners, and 
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probably be self-defeating, since retaliation by other nations would 
reduce our exports. Reducing the flow of private investment abroad 
would contradict a major thesis of our economic assistance policy, 
hobble the competitive power of U.S. industry in world commerce and, 
in the longer run, diminish the returns from foreign investment which 
are an important entry on the income side of our international ledger. 

The most direct and least complicated way to recapture a sizable 
portion of the payments deficit is to sell more U.S. goods in world 
markets. Presuming for the moment that this prescription can be 
filled, it is necessary also to recognize that falling exports seem to be 
symptomatic of deeper trouble. No matter how well conceived and 
how effective they may be for the short haul, Government export- 
boosting measures are no panacea. Obviously, in the final analysis, 
the ability of U.S. goods to compete successfully abroad depends on a 

at many complex factors, not easily subject to control. Quite apart 
rom external problems—the capacity of other countries to buy U.S. 
goods, for example—the level of U.S. exports is directly related to 
the general shape and content of the U.S. economy. 
is truism is sharply illustrated by an aspect of export competition 
noted during the preliminary stage of the study. For many, though 
by no means all, U.S. manufacturers export sales are merely incidental 
to domestic business. Such manufacturers have paid little attention 
to the peculiar requirements of the oversea consumer in such matters as 
product design, packaging and servicing. Although confronted with 
market situations in which price and minimum performance were the 
chief considerations, these marginal exporters have been able until 
recently to hold their own with stripped-down models and second lines, 
But lately the U.S. market has become increasingly style conscious. 
In pursuit of the domestic market, these manufacturers have been 
incorporating a great degree of sophistication into even their more 
basic lines. As a result, their products have become increasingly less 
suited to the export market at the very time when resurgent foreign 
competition has made suitability more than ever necessary. 

This is of course only one rather minor way in which exports re- 
spond to domestic economic conditions. Of far greater importance 
are the factors directly or indirectly affecting price, including the in- 
vestment level and productivity and, beyond these, the Govern- 
ment’s fiscal, monetary, economic, and social policies. In short, the 
problem of exports is related to virtually the entire tangled skein of 
domestic economic problems and in particular to the problem of struc- 
tural rigidities which prevent the U.S. economy from achieving maxi- 
mum efficiency and, therefore, its full potential for competition in the 
world market. 

Because the subject is so vast, a comprehensive approach would 
appear to be beyond the immediate resources of this study group. 

The staff also recognizes that the major nsibilities and, indeed, 
the major opportunities for improving the U.S. export position belong 
to the private sector of the economy, with labor as well as industry. 
Any export expansion big enough to dent the deficit substantially will 
require private recognition and acceptance of the changing conditions 
of competition in world markets and effective action to meet them, in 
the best traditions of free enterprise. 


54366—60——-3 
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Accordingly, the staff has limited itself for the most part to the area 
of proper government responsibility and it has confined its research 
more or less to subject matter on which definite information, pointing 
(hopefully) to definite conclusions, might be developed during the 
expected life of the study. 


AREAS UNDER STUDY 


At this middle point, a number of topics, would appear to offer 
further opportunity for useful inquiry : 


Bid ee for US. trade of the movement of productive facilities 
r 


Accompanying the rising levels of international trade since World 
War IT is the greatly increasing foreign investment activity by the 
United States and other industrialized countries. American private 
investment abroad is now estimated to total about $50 billion at current 
market value, and is expanding at a rapid rate. In 1959, repatriated 
income from these investments added $2.1 billion to the plus side of 
our balance of payments. This was $900 million more than the out- 
flow of capital for new investment. 

Few factors have as direct a relationship to international trading 
patterns as the flow of investment capital. This has become all the 
more evident in the recent heavy movement of U.S. productive fa- 
cilities to the European Continent in response to Free e Area and 
Common Market disvels ments. Study of the impact of investment 
upon export trade will be particularly useful in casting more light 
upon the following critical questions: 

(a) To what extent is current investment in foreign manu- 
facturing a substitute for direct exports ? 

(6) To what extent does the demand for capital goods exports 
resulting from investment compensate for losses in shipments of 
manufactured goods? 

c) What, if any, are the differing long-range effects upon 
U.S. trade of investments in industrialized areas as compared 
with those in lesser developed countries ? 

(d) Over the long term, should the United States ivok to in- 
come from foreign investment as a replacement for large surplus 
trade earnings in the balance-of-payments picture? 

(e) What are the foreseeable domestic economic consequences 
of a. possible substitution of investment income for trade earn- 


ings, perveniarly in its effect upon American labor and employ- 
ment ? 


2. Implications of the trend toward the organization of trade through 
regional groupings 

The worldwide effort to enlarge area markets through regional trade 
groupings has been an important factor, perhaps the most important 
factor, in the accelerating movement of ts. productive facilities to 
oversea locations. Particularly in the case of the European Common 
Market—for the present, at least, the most influential of the regional 
organizations—large-scale U.S. suppliers have been rushing to get on 
an equal footing with indigenous competitor firms as inside tariff 
walls begin to disappear, leaving outsiders at a comparative disadvan- 
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tage. However, apart from the investment question discussed under 
(1) above, the trend toward regional organization raises additional 
problems : 

(a) The probable impact of full-blown regionalism on U.S. 
trade relations with these areas—this analysis to include study 
of— 

(1) competitive consequences of unit price reductions 
made possible by larger markets and longer production runs; 

(2) possible shifts in the direction of {iilederadiem and 
barter through strengthened central organizations ; 

(3) effects on bargaining power and procedures in future 
negotiations with regional groupings under the machinery ®f 
GATT. 

(6) The implications for U.S. trade with third markets, in- 
cluding those having a special relationship to various regional 
market nations. 

In addition, the progress of negotiations to prevent intra-European 
economic warfare between the Inner Six and the Outer Seven will be 
kept under continuing review. 


3. Measures to facilitate and increase the participation of medium and 
small producers in the export market 

The potential of the small independent U.S. producer as a partici- 
pant in U.S. export trade may be considerable, particularly m light 
of the industrial diversification of Western Europe and the ee 
demand for consumer and light industrial goods in the underdevelopec 
countries. The small producer, if aware of the opportunity at all, is 
more often than not inhibited from entering the export market by a 
variety of factors. Among these are the lack of export know-how, 
the inadequacy of information on foreign market conditions and trade 
opportunities, inability to support foreign sales representatives and 
similar considerations. If these impediments could be overcome or 
reduced, the cumulative contribution to U.S. export volume by smaller 
business concerns could be substantial. 

The staff inquiry is now being directed to possible ways and means 
of encouraging and facilitating the entry of the independent small 
producer into the foreign market. One avenue of study has to do with 
the possible utility of the 42-year-old Webb-Pomerene Act (the Ex- 
port Trade Act of 1918) as a vehicle for the creation of more export 
associations through which smaller producers can derive such ad- 
vantages as joint sales representation abroad, better freight rates 
through consolidated shipments, consolidated rates for storage and 
warehousing, and increased efficiency in marketing analysis, exploita- 
tion surveys and dissemination of trade information to members. 


4. Trade relations with the Communist bloe and possible counter- 
measures to Communist trade expansion 


In view of the increasing tempo of Communist trade and aid com- 
petition, the study is being directed to an examination of the advan- 
tages and disadvantages of expanding U.S. trade with the Communist 
bloc. This includes— 

(a) An assessment of the actual potentials for trade between 
the U.S. and Communist States; 
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(6) Special problems arising from the differences in trading 
methods employed by free world private enterprise and the 
methods employed by state-operated trading corporations of 
the bloc; 

(c) An analysis of possible measures to counteract Communist 
trading practices which tend to disrupt world markets and violate 
the trading principles of the General Agreement on Tariffs and 
Trade (including barter deals, commodity dumping, preclusive 
buying, bulk purchases and sales). 

(d) An examination of the effectiveness of the embargo on 
trade with Communist China, and of existing restrictions on trade 
with other members of the bloc. 


5. Factors affecting product competition 


The “competability” of American manufactured goods with the 
manufacturers of other industrial countries in some respects is tied to 
the nature of the entire American economy. In other respects, how- 
ever, the ability of American manufactured goods to compete in world 
markets is a matter of the initiative, foresight, judgment, expertise 
and organizational ability of the American business community. The 
study being undertaken on product competition does not attempt the 
formidable task of determining what changes in the American econ- 
omy might be necessary to make American products more competitive. 
Rather, the study aims at determining the extent to which selected 
American manufactured goods are competitive in selected markets. 
The factors being examined are: 

(a) Price—including comparisons of c.i.f. prices, f.0.b. prices, 
distributor markups in the country of destination and delivery 
price to the retailer ; 

(6) Design and suitability to the demands of the foreign 
market ; 

(c) Delivery timelag; 

bs The provision of spare parts and servicing; 

e) The adequacy and availability of commercial intelligence 
essential to effective competition. This encompasses measures to 
improve market surveys and analyses: audits of the manufactur- 
ing capacity of the less developed nations; possible measures for 
improving basic economic and business statistics; and the pos- 


sibility of making local counterpart currencies available for these 
purposes. 


6. Future of U.S. trade with the underdeveloped countries 

The economic growth of the nations of Asia, Africa, the Near 
East, and Latin America, to which the United States and its allies 
are committed both for political and economic reasons, is intricately 
interwoven with our ability to achieve stable and expanded trade 
relations with them. The primary obstacle has been the limited 
capacity of these areas to earn needed foreign exchange through 
dependable and increasing sales of their products to the industrialized 
countries. In the past, the prices of the raw materials which make 
up the bulk of their exports have been subject to wide fluctuations. 
More effective means are needed to insure the price stability essen- 
tial to orderly economic growth, as well as measures to insure ade- 
quate markets for the increasing output of light manufactures which 
will result from domestic and foreign investment. 





FOREIGN COMMERCE STUDY 11 


The study includes an evaluation of international commodity agree- 
ments as instruments for dealing with price fluctuation and market 
instability of primary commodities; the possible advantage of ex- 
tending the commodity agreements systems to commodities other than 
those now covered; and the function of unilateral devices such as the 
US monpeg and buffer stock programs, in stabilizing the world 
market. 

The study also extends to the relationship between private capital 
investment and the expansion of trade with less developed countries. 
Among the problems involved are: 

(1) Short- and long-term effects on U.S. trade and the balance 
of payments of investment in both “import-replacement” and 
“foreign-exchange-earning” industries; and 

(2) The character of the changing market for U.S. exports 
as private investment expands, 


RECOMMENDATIONS FOR IMMEDIATE ACTION 


Any long-term solution to our export problems will depend upon 
the adoption of policies which ful take into account all of the 
economic factors discussed above. Yet a careful look at the present 
trade picture suggests at least three areas where positive action can 
now be taken to bolster America’s commercial position overseas and 
ease our balance of payments difficulties, The following measures 
are recommended : 


1. A major overhaul to strengthen and ne our foreign trade pro- 
motion actwities—including the establishment of an adequately 
staffed Foreign Commercial Service directly responsible to the 


Department of Commerce 


The vigorous national effort demanded if we are to halt further 
erosion of America’s competitive position in world commerce and 
restore our traditional export surplus lends a wholly new stature 
and meaning to the various Government services which make up 
our oversea program of trade assistance and development. Export- 
ers, shippers, and potential investors must be provided with advice 
on foreign government regulations and other technical information ; 
but this is only the beginning. The real job of commercial trade pro- 
motion must now embrace a wide range of more active operations— 
the development of trade leads, gathering of commercial intelligence, 
searching out investment oportunities, settling trade disputes, con- 
ducting market surveys, prompt reporting of invitations to bid, pro- 
viding efficient. personal assistance to visiting U.S. businessmen, ete.— 
activities requiring an intimate knowledge of the foreign business 
scene and day-to-day contact with foreign industry leaders and gov- 
ernment officials. Not only are these services of particular value to 
the small businessman currently engaged in trading abroad who can- 
not afford an oversea organization of his own, they are an essential 

art of the effort now required to bring more American businesses, 
arge and small, into the foreign trade picture. 

Present division of authority—Events which have underscored the 
new importance of our trade promotion services have also served to 
point up some basic shortcomings in the way they are presently ad- 
ministered. The first of these arises from the unnatural bifurcation 
of authority which exists between the Department of Commerce and 
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Department of State in this field. As the agency charged with repre- 
senting business interests both at home and abroad, the Department 
of Commerce bears the ultimate governmental responsibility for 
achieving an expansion of our nonagricultural exports and for de- 
veloping a program of trade services adequate to that end and re- 
sponsive to the needs of the U.S. business community. Yet the task 
of carrying out that program has been entrusted almost entirely to 
personnel of the Foreign Service of the Department of State, per- 
sonnel who are outside the jurisdiction of Commerce and beyond its 
effective control. The result has been aptly described as a system 
whereby Commerce proposes and State disposes. 

There should be little need to argue the case against divorcing re- 
sponsibility from authority in a program as vital as this. In particu- 
lar, the present procedure which requires one department to rely on 
the “good offices” of a sister department for performing trade pro- 
motion activities has inevitably produced disagreement between the 
two on the importance of those activities, the emphasis to be given to 
them and the resources which should be allocated toward carrying 
them out. As a completely integrated part of its mission, even a 
minimum program of trade promotion draws heavily upon the limited 
personnel and budgetary resources of the Foreign Service. Thus, any 
plan put forward by Commerce to strengthen that program can usu- 
ally be accomplished only by diverting manpower from the Service’s 
regular diplomatic and consular functions, functions for which State 
alone is responsible. Under the circumstances, the fact that friction 

1 officials of the two departments over administration of the 
trade promotion program has been held to a minimum is more of a 
tribute to their individual patience and cooperativeness than it is to 
the workability of their relationship. 

Lack of specialized pitedaihahieTemitt the diffusion of control in- 
volved, effective implementation of a drive for export expansion 
might still be left to the Department of State if that Department 
commanded the services of a professional commercial corps. The 
second major flaw in our present trade promotion program is that no 
such body of specialized personnel exists within the Foreign Service 
today. With a few exceptions, the individuals who staff our com- 
mercial attaché and commercial officer positions abroad are career 
diplomatic and consular officials. Their assignment to commercial 
activities is normally interspersed between tours of duty in such wide- 
ly diverse fields as passport or visa officer, economic or political re- 
porter, or administrative officer. At a small post such assignments 
are frequently combined. 

Added to this is the disruption which occurs through the frequent 
transfer of officers from post to post throughout the world. As often 
as not, an officer is given his first assignment to commercial work at a 
new and unfamiliar post. After 2 years or so, when he has finally 
achieved some skill in trade promotion, mastered the language. and 
developed the local business contacts indispensable to his job, he is 
whisked off to another area of the world on a totally different assign- 
ment. Asa result, all he has gained in experience and insight into 
the problems of U.S. trade with that country is lost. 

A typical example of the type of officer currently oceupying com- 
mercial positions in the Foreign Service is contained in a recent report 
of the Department. of State to Chairman Fulbright of the Senate 
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Committee on Foreign Relations.’. This report contains a chart show- 
ing a “sample career of a Foreign Service officer” with the following 
order of assignments: 


and area 
Economie officer. ..........-..-: 4 years 
Political 


No doubt such a career will make for a well-rounded chief of mission 
or consul general, but it is not a pattern calculated ‘to nae con- 
fidence in the expertise of our commercial representation ‘abroad. 

It should be noted that plans are now being developed by the career 
management office of the Department of State to provide ‘for! some 
degree of specialization by Foreign Service officers, including eom- 
mercial specialization. But even this scheme contemplates specializa- 
tion only during the middle third of ‘an officer’s career, during which 

riod he would spend from 60 to 75 pereent of his time in a’particular 

eld. Even if it should become operative, such a system is a far ery 
from a corps of truly specialized personnel. «"' 

We do not overlook efforts made during recent, years to infuse the 
commercial activities of the Foreign Service with a greater degree of 
professional competence—particularly through the periodic assign- 
ment of a limited number of Service officials to positions of respon- 
sibility within the. Department,.ef .Commeree, and the. temporary 
transfer of up to 20 Commerce officials to posts in the Foreign Service. 
But even these moves do not point to the develop inant of a specialized 
commercial corps. An assignment to Commerce is no guarantee that 
the officer concerned will not find himself in a political, consular or 
administrative position on his next.tour out.. On the other hand, the 

rogram of selecting senior officers of the Department of Commerce 
or a tour of duty in the Foreign Service has had. the, effect; of 
reserving most of the top-ranking commercial attaché positions at 
the larger, more desirable posts for such Commerce personnel, thus 
dampening any enthusiasm a career Foreign Service r might have 
for making a speciality of commercial work. ' 1,9 

Inadequacy of stafi-—Finally, our commercial trade promotion ef- 
fort suffers from sheer inadequacy of staff. There ‘are presently a 
total of only 113 commercial positions in the Foreign Service, scattered 
among 79 separate posts. ith all its rich trade and ‘investment 
potential, we are represented by a meager allotment of four commer- 
cial officers on the entire continent of Africa. The relative insufficiency 
of personnel is even more apparent at the all-important ‘attaché 


1 ae Before a Subcommittee of the Senate Committee on Foreign Rélations— 
Administration of the Department of State and the Foreign Service, and Establishment 
of a Foreign Service Academy,” p. 196, July 1959. 
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level. Although the volume of U.S. commercial exports exceeds agri- 
cultural exports by a ratio of 3 to 1, our total force of agricultural 
attachés and assistant attachés outnumbers the corresponding roster 
of commercial attachés by a margin of 76 to 47. 

The practice of treating trade services as a more or less incidental 
function of our diplomatic corps stands in marked contrast to the 
aggressive, tightly knit Government programs of export promotion 
carried on by our leading trade competitors. In almost every case we 
find that foreign governments have an oversea trade organization 
which is independently established, staffed with professional business 
and commercial personnel, and centrally directed by the home ministry 
of commerce or trade. Particularly notable among these are the 
Foreign Service of the British Board of Trade, the Japanese trade 
missions, and the trade commissioner program of Canada. 

Business criticism.—Knowing what can be accomplished by effi- 
ciently organized agencies such as these, it is not surprising that Amer- 
ican business has been critical of the present administration of U.S. 
oversea commercial services. Over the past several years, there has 
been growing concern among industry associations, chambers of com- 
merce, and individual exporters that our trade promotion mechanism 
be appreciably strengthened and divorced from State Department con- 
trol. It should be stressed that most of this criticism is not aimed at 
the general caliber of Foreign Service personnel—many of whose 
individual efforts have been warmly praised. What is objected to is 
a system which thwarts development of the fund of expertise needed 
in the trade promotion field. 

In the words of one businessman : 


* * * we need a much larger staff of experts located at each embassy whose 
job: would be to be thoroughly familiar with what is going on in that country. 
We have some very good men, but the experts are limited in number and 
quality. I feel sure that if a foreign commercial service, disassociated from 
the control of the State Department Foreign Service could be developed, there 
would be plenty of eandidates willing and able to do the job. 


An official of one of our leading export trade associations states: 


We cannot stress too strongly the need for both new legislation and new 
executive action designed to build up a really strong commercial foreign serv- 
ice to replace the present relatively weak one. The steps taken in recent years 
to bring highly qualified commercial officers into the Foreign Service has been 
only a token of what should be done without further delay. 


The president of a large manufacturing firm in export trade has 
said: 


* * * Tt has been our observation that (the present) system does not provide 
very much reliable information. Instead, the Canadian system of stationing 
trade commissioners in various countries of the world—which commissioners 
answer directly to the Ministry of Trade and Commerce—has exhibited a most 
impressive performance. Perhaps we need to consider the installation of a 
similar system in the Department of Commerce of the United States. 


Or, as the vice president of another export agency said: 


It is unfortunately no exaggeration to say that our present trade representa- 


tives abroad are frequently among the most pleasant and least helpful of any 
major country. 


These are but a few of many similar comments which continue to 
be expressed by members of the U.S. foreign trade community. 
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New corps proposed—No new Government effort to increase U.S. 
exports can be fully effective unless we squarely face up to the inade- 

uacy of our present trade promotion apparatus herein discussed. 

pecifically, we believe that the more intensive program called for 
should include the long-overdue concentration of authority for com- 
mercial trade promotion in one agency. More important still, it 
must give due recognition to the fact that trade promotion activities, 
properly performed, demand a high degree of competence, and re- 
quire specialized skills, aptitudes and experience which we cannot 
expect to attract and davai except in a self-contained career organ- 
ization. Only by restoring to the Department of Commerce its 
own oversea service can these objectives be directly accomplished. 

A re-created Foreign Commercial Service could reasonably look 
to five primary sources for its initial staff: Present members of the 
Foreign Service experienced in commercial work; Department of 
Commerce personnel ; officials of chambers of commerce, trade associa- 
tions, and industry; retired businessmen; and younger men having 
either an academic or practical business background. By drawing 
on such sources, the required expansion in our oversea trade promo- 
tion effort need not be achieved at the expense of Foreign ieeahia 


activities in other vital areas. On the contrary, with the increased 
efficiency of operation to be expected from such a separate corps, we 
should be able to obtain better results with substantially fewer 
additional personnel than if we tried to accomplish the task by 
per increasing the number of commercial posts within the Foreign 
ervice. 
In addition, the new service proposed would provide the ideal in- 


strument for strengthening our present trade fair and trade mission 
programs, and for operating the permanent oversea trade centers 
which have recently been suggested. Eventually, we would expect 
this oversea commercial corps to form but part of a wholly integrated 
export promotion, business service and investment mechanism to in- 
clude the Bureau of Foreign Commerce and foreign trade divisions 
in the various field offices of the Department of Commerce. 

Our 13 foreign services—Despite the obvious advantages in effi- 
ciency and concentration of effort to be gained, we recognize that a 
proposal to establish an independent oversea trade corps will meet 
with serious opposition as somehow involving a fundamental breach 
in the functional integrity of the U.S. Foreign Service. A few words 
of background and comment on this aspect of the problem are in order. 

Until 1939 our commercial representatives abroad were directly 
under the Department of Commerce, but were fully incorporated into 
the Foreign Service by an Executive order of that year. This decision 
was ratified in the Foreign Service Act of 1946: which, in theory, 
established the Service as an oversea agency for all branches of the 
Government. The philosophy behind the act, that the career officer 
of a unified Foreign Service should be a well-rounded jack-of-all- 
trades, serving various agencies, had some validity so long as his duties 
remained essentially reportorial or analytical in nature—so long as 
he served merely as the “eyes and ears” of the Government. The act 
had scarcely come into existence, however, when the demands of post- 
war world leadership thrust upon the United States responsibility for 
a whole host of oversea operations—programs of technical assistance, 

54366—60—4 
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military and economic aid, intelligence activities, information serv- 
ices, ete.—programs whose scope and intensity were unlike any before 
undertaken by our Government in time of peace. 

It was obvious that the Foreign Service was not set up to perform 
such activities. Instead, each of these and other foreign operational 
programs have come to be staffed by specially trained, technically 
equipped personnel of the responsible agency. As a result, if we 
include our military attachés, there are today, in addition to the regu- 
lar Foreign Service, at least 12 separate oversea services under the 
following major departments and agencies: 

1, Defense Department: Military missions and military assist- 
ance advisory groups, 6,631 U.S. employees stationed in 42 
countries. 

2. Justice Department: Oversea services of the Immigration 
and Naturalization Service and Federal Bureau of Investigation, 
136 U.S. employees in 14 countries. 

3. Treasury Department, Oversea service, 129 U.S. employees 
in 17 countries. 

4. Army: Military attaché service, 464 U.S. employees in 72 
countries. 

5. Navy: Naval attaché service, 381 U.S. employees in 49 
countries. 

6. Air Force: Air attaché service, 452 U.S. employees in 56 
countries. 

7. International Cooperation Administration : Technical assist- 
ance and economic aid missions, 4,217 U.S. employees in 63 
countries. 

8. U.S. Information Agency: Oversea information’ service, 
1,123 employees in 84 countries. 

9. Central Intelligence Agency (number of oversea personnel 
classified) . 

10. Atomic Energy Commission : Oversea service, 35 U.S. em- 
ployees in 12 countries. 

11. Government Accounting Office: Oversea service, 72 U.S. 
employees in 3 countries. 

12. In 1954 we finally recognized the need to treat trade pro- 
motion—in agricultural products at least—as an equally spe- 
cialized operation with the creation of the Agricultural Attaché 
Service of the Department of Agriculture. This Service cur- 
rently employs 103 U.S. citizens in 50 countries. 

In each of the above cases, the oversea corps is under the direct 
control of the parent agency. Their personnel are hired, assigned, 
transferred, promoted, graded, and paid by that agency. They are 
instructed by and report directly to that agency. In many cases they 
form a career service of that agency. 

The Department of Commerce is today the only remaining branch 
ef our Federal Government whose function includes a program of 
oversea operations which does not employ its own foreign service. It 
is true that the regular Foreign Service still performs certain report- 
ing requirements for other departments, principally for Labor and 
Interior; but their reliance upon the Service is of a wholly different 
order and magnitude, a fact which is demonstrated by statistics on 
single-time requests of Washington agencies other than the Depart- 
ment of State for economic information from Foreign Service posts. 
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In a sample period, January to November 1959, the number of such 
requests by the Department of Commerce was 20 times as large as 
those of all other agencies combined—17,606 to 869. 

On the other hand, with so many major branches of Government 
now relying directly on their own personnel for oversea support, it 
has been inevitable that the Foreign Service should become less and 
less a true foreign service of the United States and more and more the 
foreign service of the Department of State—a process which culmi- 
nated in the complete integration of Departmental and Service per- 
sonnel in 1954-55. The effect of this, so far as the Department of 
Commerce is concerned, has been to compound the problem of divi- 
sion of authority discussed above. 

In the light of these developments and with the greatly increased 
importance of its export expansion responsibilities, it is our belief 
that the Department of Commerce is more than ever entitled to the 
same freedom of action in its oversea affairs enjoyed by almost every 
other agency of Government, and to the services of a specialized corps 
of trade promotion personnel. The argument that this mission should 
continue to be performed for the Department of Commerce by career 
diplomatic and consular personnel is, at bottom, hardly more valid 
than a contention that Foreign Service officers should, for example, 
explain the intricacies of jet aircraft. maintenance to foreign military 
aid recipients for the Department of Defense, or counsel officials of 
underdeveloped countries on the techniques of modern public sanita- 
tion for ICA, or perform information activities for the USLA. 

In transferring our agricultural attachés from the Foreign Service 
to the Department of Agriculture in 1954, President Eisenhower based 
his action on the need “to sharpen the effort to find new world markets 
for our agricultural products.” Surely the effort to find new world 
markets for our nonagricultural exports is as greatly in need of sharp- 
ening today. 


2. Institution of a system of export credit insurance at least equal to 
those of our trade competitors 

The available evidence indicates that U.S. firms consistently lose 
business in today’s highly competitive foreign markets because they 
cannot match credit terms offered by West European and Japanese 
concerns whose export transactions are insured by government or gov- 
ernment-backed institutions. Many American exporters, particularly 
in the medium and smaller size categories, report that this is now 
their number one competitive disadvantage. 

Senators Engle, Scott, and Smathers, who conducted trade inquiries 
on behalf of the committee in the Far East, southeast Asia, Africa, and 
Latin America, have ee independently that the need for a more 
comprehensive and facile export credit system was reiterated by U.S. 
buiness representatives in virtually every city visited. Surveys con- 
ducted by private institutions and by the staff, as well as a consider- 
able volume of correspondence directed to the committee, confirm 
their findings. 

Still further evidence of the demand for improved export credit 
facilities was the President’s announcement on March 17, 1960, in his 
message to Congress on export trade, that the Export-Import Bank 
would offer expanded facilities to U.S. exporters; and the anmounce- 
ment by the Bank that it would provide “a new system of export credit 
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guarantees.” The Bank’s statement regarding the enlargement of 
its facilities clearly reflected a change of mind on the part of officials 
who had consistently maintained that the services already provided 
by the Bank were not only adequate to U.S. needs but the equivalent 
of similar services in competing countries. The issue as to whether 
or not better credit guarantee facilities should be provided as an en- 
couragement to U.S. exporters appeared to have been decided in the 
affirmative by the Bank’s announcement. 

In previous discussions of the question,? considerable confusion 
appears to have arisen from the failure to distinguish clearly between 
export credit, or financing, and export credit guarantees, which are 
essentially a form of insurance. The distinction is graphically illus- 
trated by the fact that the two functions are separately performed 
domestically by banking institutions on the one hand, and insurance 
institutions on the other. Traditionally, the commercial banking 
function is concerned with the extension of loans at prescribed interest 
rates to individual borrowers in specific cases; whereas the insurance 
function is to protect the insured against loss from any one of a 
variety of causes in return for a premium calculated on an actuarial 
basis to absorb the losses of a few out of fees paid in by many. This 
basic difference in purpose suggests an equally basic difference be- 
tween banks and insurance companies both in psychology and in ad- 
ministration; and the difference should be taken into account in con- 
we the establishment of improved export credit guarantee fa- 
cilities. 

Once the distinction has been clearly drawn, however, the dilemma 
of the American exporter is evident. Stated briefly, and at some risk 
of oversimplification, it is this: In order to compete with producers 
in Western Europe and Japan, the U.S. producer must offer his over- 
sea customer payment terms as favorable as those offered by his com- 
petitors. In order to do so he must be able to finance his export trans- 
actions. But because of certain hazards peculiar to the export trade, 
primarily of a political nature, commercial banks are often disinclined 
to accommodate him. For the same reason, most domestic insurance 
companies will not assume the risk on such transactions. 

In general, the exporter’s risks fall into three categories. The first 
type, commercial risks, are much the same as those encountered in 
domestic trade, being primarily insolvency or protracted default on 
the part of the buyer. In the export trade, the rules for establishment 
of insolvency vary from country to country, but a rule of thumb for 
all is that bankruptcy or some sort of equivalent proceedings must 
have established that the buyer is unable to pay his debt either on the 
date due or in a reasonable period of time. Protracted default is 
analogous to the accounting procedure of classifying an account re- 
ceivable as a “bad debt,” and the period for this in most foreign ex- 
port credit guarantee contracts is 6 months. Other commercial risks 
are rejection of the goods in violation of the contract. or attempts to 
obtain further concessions from the seller (usually monetary) before 
paying the debt. In the export insurance coverage of other coun- 
tries these latter risks are not usually included unless legal proceed- 
ings have established that they are a cover for insolvency, 


2 Hearings, Senate Committee on Banking and Currency, on 8. 3149 (85th Cong., 2d sess.), 
Feb. 3. 19! 8. Hearings, Senate Committee on Banking and Currency, on 8. 3868, 8S. 3329, 
S. 2256 (84th Cong., 2d sess.), June 8, 1956. 
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The second major category, political risks, is peculiar to the export 
trade as opposed to domestic trade. Generally, the risk is the danger 
of an action by a government which prevents payment by the buyer 
according to the contract. Such risks obviously derive from actions 
usually beyond the control of the U.S. exporter or businessman abroad. 
They are primarily transfer delays occasioned by freezing the ex- 
porter’s receivables, refusal to allocate the needed foreign exchange, or 
some similar action by the government of the purchasing country. 

Other political risks include war, revolution or civil disorder in the 
buyer’s country ; expropriation ; cancellation of a valid import license 
or imposition of import licensing restrictions; cancellation or non- 
renewal of an export license; added costs to the exporter incurred by 
the interruption or diversion of a voyage, resulting in higher freight, 
handling or insurance charges that cannot be collected from the buyer. 

In some cases involving political risks the debt is usually paid 
eventually, but in the interim the capital of the exporter or the bank 
financing him is tied up. Further, since such government actions 
would normally apply to all pending transactions in the importing 
country the total of funds affected by the delay, no matter how tem- 
porary, would be so large as to discourage private insurance compa- 
nies from covering such hazards. 

Risks in the third category are those usually described as “acts of 
God.” These include such catastrophes as crop failures, epidemics, 
poem earthquakes, floods, tidal waves which would affect the whole 

usiness community of the purchasing country. 

In most countries of Western Europe and Japan these export risks 
are met through a relatively simple system of guarantees under which 
the exporter is, in effect, insured by a government or government- 
backed institution against loss on his export sales. Armed with this 
insurance, he can obtain financing in normal commercial channels with 
a minimum of delay. 

In the United States, the Export-Import Bank is the only institu- 
tion corresponding to the government or quasi-government export 
guaranty institutions of other countries. The vast bulk of the Bank’s 
business, however, has consisted of long-term financing of exports 
under development or project loans. In this area—the making of 
loans for specific transactions with porrnent extended over a period 
of years—the Bank has unquestionably provided impressive assistance 
to the American exporter. 

In the area of medium-term credit, on the other hand, commitments 
under the Bank’s exporter credit program have totaled only $178 mil- 
lion since 1955, falling from a high of $66 million in 1957 to $28 mil- 
lion in 1958 and $5.5 million in 1959. Under its exporter credit line— 
a special facility created to expedite medium-term financing—the 
Bank has established lines of credit for 155 concerns involving a total 
of upward of $200 million. Of these, 34 have been allowed to lapse, 
and 55 companies have had no export transactions approved by the 
Bank. In some cases, this was due to the failure of the company to 
request financing under its exporter credit line; in others it was due 
apparently to the Bank’s unwillingness to approve transactions offered 
for financing. In any event, for medium-term export transactions 
under exporter credit lines the Bank has approved loans of only $42 
million in 5 years. 
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The Bank’s guarantee or insurance operations, meanwhile, have 
been negligible. In 1955, 25 comprehensive guarantees were issued 
covering a total of $8.8 million of export transactions. In 1956, only 
two were issued covering $259,000; and since then, none at al]. Only 
one guarantee against political (transfer) risk has been issued by the 
Bank. This was in 1955, in the amount of $875,000 and was subse- 
quently cancelled. None has been issued since.* 

These figures clearly refiect the Eximbank’s preoccupation with 
long-term export loans and its deemphasis of the guarantee function 

ed by exporters to support short and medium-term transactions. 

Recognition of this need is implicit in the Bank’s announcement on 
March 17 that it will henceforth provide “export guarantees covering 
political risks in short-term transactions where credits are not in 
excess of 180 days.” These are defined as “the risk of nontransfer- 
ability or nonconvertibility of foreign currencies; losses directly re- 
sulting from war, civil commotion and appropriation; and those re- 
sulting from the imposition of import restrictions or the cancellation 
of import permits.” Under a short-term guarantee agreement with 
the Bank, the exporter would have to declare and pay fees on all his 
eligible export shipments as they are made. 

_ In the field of medium-term credit the Bank stated that it would 
inagurate a “new plan for cooperation and participation with com- 
mercial banks.” Without defining “medium term” the Bank stated: 


Eximbank will participate in the financing of medium-term transactions in 
sole reliance upon the credit judgment of a U.S. commercial bank in the follow- 
ing circumstances : 

(1) Whenever a commercial bank is prepared to finance, for its own 
account and without recourse on the exporter, the first three or four semi- 
annual installments of a 3- to 5-year credit, Eximbank will finance the re- 
maining installments. 

(2) If the exporter and a commercial bank will participate in each of 
the installments, the exporter to the extent of 15 percent of the invoice value 
and the commercial bank to the extent of 10 percent of the invoice value 
for its own account and without recourse on the exporter, Eximbank will 
finance 55 percent of the invoice value of the export. 

In each of the foregoing situations the foreign buyer must have paid at least 
20 percent of the invoice value by the time of delivery. If the buyer’s payment 
is increased, proportionate reductions will be made in th» amounts carried by 
tire participant. 

Transactions should be in markets mutually acceptable to the commercial bank 
and Eximbank and should meet the usual requirements of Eximbank with respect 
to terms. This proposal is in accordance with Eximbank’s desire to accelerate 
the processing of credits and to increase the participation by private banks in 
financing foreign trade. 

Eximbank also has under study procedures to accelerate the processing of 
applications for assistance of the types presently available on medium-term 
transactions. These four types extended by Eximbank to U.S. exporters were 
described by Mr. Waugh as follows: 

1. Eeporter credit—Where direct financing by Eximbank is required, Exim- 
bank participates with the exporter on a case-by-case basis by purchasing from 
bim for cash, and without recourse on the exporter, obligations of the buyer 
representing up to 85 percent of the financed portion of the transaction. In each 
such ease it is necessary that at least 20 percent of the invoice shall have been 
paid by the buyer by the time of delivery of the goods. 


2From 1955 through 1959, $401.7 million of cotton and other agricultural products were 

financed on a medium-term basis, In addition, $15.3 million were financed under com- 

ered ere from 1955 to 1957. There were no further guarantees issued in 
an . 
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2. Comprehensive guarantee—In cases in which the exporter or his com- 
mercial bank is prepared to provide the financing, Eximbank issues a guarantee 
covering both credit and political risks of the exporter or his bank to the extent 
of 85 percent of the financed portion of the transaction. 

3. Political risk guarantee.—In cases in which the exporter or a commercial 
bank is prepared to provide the financing and assume the commercial credit 
risks, Eximbank guarantees the political risks involved to the extent of 90 
percent of the financed portion of the transaction. 


4. Repetitive sales—Once an exporter has established the credit standing of a 
foreign dealer or other customer to whom a number of sales are anticipated, 
Eximbank agrees upon a credit ceiling against which the exporter may carry 
out a series of transactions without reference to Eximbank in each instance. 

Whether the Bank’s new export credit guarantee program will in 
practice match the facilities of competing countries remains to be seen. 
There is the basic question as to whether or not an agency devoted 
primarily to banking funetions can simultanéously and successfully 
administer a credit guarantee. program which is essentially in the 
nature of an insurance operation. 

This in turn leads to the further question as to whether a separate 
export insurance mechanism would function most effectively as a Gov- 
ernment agency, a private agency, or a joint undertaking in which 
private resources would be backed by the Government against political 
risk. 

In any event, it is clear that amore workable export credit guaran- 
tee system is needed and that any adequate system must offer the U.S. 
exporter the following: 

1. Insurance covering short-term and medium-term transactions. 

2. Coverage of all types of risk—commercial, political and cata- 
strophic. 

3. Action on applications with a minimum of redtape and delay, 
In many instances the time factor in coming to an agreement on terms 
of payment is as important as the terms themselves, 

4. Flexibility, where needed, in the required conditions for the 
downpayment in order to meet terms offered by our competitors in 
regard to both amount required and national currencies used. 

5. Flexibility, where needed, in rates of interest and terms of repay- 
ment for different areas and countries both to meet comparable terms 
offered by our competitors and to provide terms commensurate with 
the different risks involved. 

6. Equal accessibility to small as well as large exporters. 

Tn addition, the following requirements must be met : 

7. If a Government agency is to cover short-term political risks 
only, private insurance companies and banks must be willing to re- 
spond to the need for parallel commercial risk coverage commensurate 
with the need. 

8. Finally, executives administering the program must keep in mind 
that while its aim is to assist our exporters, administering it to loosely 
could result in an “international credit war” to the detriment both of 
ourselves and our competitors. To prevent this these officials must co- 
operate as fully as ible through such instrumentalities as the 

re Union with officials of other nations administering comparable 
schemes. 
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3. Establishment of a U.S. Office of Travel and Tourism to promote 
more travel by foreigners to this couniry 

A bill to accomplish this purpose (S, 3102) has already been intro- 
duced by the chairman, Senator Magnuson. 

Considering its importance as a contributing factor to our current 
adverse balance-of-payments position, it is difficult to overemphasize 
the necessity for measures to reduce our international travel deficit. 
As shown by the following table, this deficit—the difference between 
dollars spent abroad by U.S. tourists and money spent in this country 
by foreign visitors, including fares—has shown an almost consistent 

attern of growth over the past decade. In 1959, it amounted to nearly 
$1 billion or more than one-fourth of the entire foreign payments 
imbalance. 
U.S. deficit in international travel, 1949-59 


{Millions of U.S. dollars] 


Foreign U.S. U.S. resident Foreign 8 
resident deficit expenditures !| resident 
expenditures 2 expenditures 2 
1950 , 
889 


$717 
768 


869 
914 
970 


1 Fares paid to foreign carriers included. 
2 Fares paid to U.S. carriers included. 
3 Preliminary estimates. 


Canada is now the only nation in the world which sends more 


visitors to the United States than it receives. The countries of 
Europe and the Mediterranean, on the other hand, receive between six 
and seven times as many tourists dollars from the United States 
than residents of that area spend on travel to this country. The im- 
balance in our exchange of tourists with the European area alone ac- 
counts for roughly one-half of our total travel deficit. 

With few exceptions, the United States has followed a policy of 
promoting the oversea travel of its citizens and has sought to eliminate 
or reduce restrictions imposed by foreign countries on such travel. 
Following World War LI we actively encouraged European and other 
governments to develop their tourist industries so as to attract more 
American visitors whose dollar expenditures might serve as a painless 
form of foreign aid. For these reasons, it is hardly conceivable that 
we should attempt to repair the travel dollar gap by restricting 
amounts of foreign currency available to U.S. tourists or by otherwise 
limiting American travel abroad, 

Instead, we are left with the choice of either continuing to finance 
our growing oversea tourist expenditures through normal commercial 
exports, or doing something positive to right the imbalance in travel 
by encouraging more foreign residents to visit this country. 

To date, our Government has made negligible.or, at best, only token 
efforts to attract foreign visitors to the United States. Although some 
commendable action along these lines has resulted from the President’s 
“Visit U.S.A. 1960” campaign, even this activity has involved a 
minimum allocation of Government resources and virtually no Federal 
funds. In dramatic contrast are the large-scale tourist promotion 
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programs presently carried on by foreign countries through their 
government tourist offices—programs aimed principally at the U.S. 
travel market. We are all familiar with the full-page newspaper 
inserts, color magazine ads, radio and television announcements, and 
other inducements to travel sponsored by these organizations. In- 
cluding the similar activities of government-owned carriers, it is con- 
servatively estimated that over $20 million is spent annually in the 
United States by foreign governments to expand travel to their coun- 
tries. Unquestionably, there is a considerable correlation between 
these full-scale promotional efforts of other nations and the ever-in- 
creasing flight of American tourist dollars abroad. 

If it is to be really fruitful any U.S. program to expand foreign 
tourism must be carried on with a corresponding degree of vigor 
and intensity—it should be a program which will reach the broad 
mass of potential travelers to the United States. To carry out this 
purpose most effectively, we recommend the creation of an independent 
or semi-independent national Office of Travel and Tourism with an 
annual budget at least comparable to the amounts spent by the British, 
French, and other major promoters of international tourism. Such 
an office should have authority to secure the advice and services of 
skilled private agencies in the advertising and public relations field, 
and to establish Shek offices overseas. 

The primary efforts of the proposed new Office would most profit- 
ably be directed toward the European and Latin American traveler. 
The spectacular recovery and growth of European economies during 
the past decade has been accompanied by an equally substantial ‘nm- 
provement in individual standards of living and an increasing level of 
disposable income. Even more important, currency restrictions which 
formerly curtailed travel from most European countries have now 
been lifted or greatly relaxed. As a result, there is certain to be a 
marked expansion in international travel generally by residents of 
this area, and thus a much greater otentiat market for travel to the 
United States. On the other hand, citizens of the Latin American 
nations have always traveled abroad in relatively large numbers— 
though principally to Europe. A program of tourist promotion in 
Latin America might well be aimed at inducing residents of that area 
to stop over in the United States on their way to Rome, Madrid, Paris, 
or Lisbon, instead of merely changing planes in New York, which 
is now too frequently the case. 

It has been satin estimated that at least 10 percent of tourist 
expenditures in this country are returned to the Federal Treasury 
through various forms of taxation. An annual investment of, say, 
$5 million over a reasonable period, might be expected to boost foreign 
spending in the U.S. as much as $500 million. This would not only 
mean a substantial redress of the balance of payments deficit, but pay 
for the program many times over. 

But this 1s not the only dividend to be expected from such a pro- 
gram. The foreign tourist, after all, takes with him not only Amer- 
ican goods and services, but a vivid and lasting impression of the 
American scene, American life, and American good will. And these 
are the comodities we should most of all be concerned to export. 
54366—60-——5 









II. REGIONAL SURVEYS 


EUROPE 


In 1959 the United States bought more from Europe than it sold. 
This marks the first time in nearly 100 years—since 1865, to be 
exact—that we have suffered an unfavorable balance in transatlantic 
commercial trade. The present report discusses some of the factors 
behind this development and summarizes prospects for increasing 


our European exports in order to restore its traditionally favorable 
balance. 


The European market 


Historically, the continent of Europe, including the British Isles, 
has been by far the most important trading partner of the United 
States. During most of the 19th century and until the close of 
World War I, Europe provided the markets for approximately three- 
fourths of our country’s exports and was the source of over one-half 
of our imports. Although the avenues of American foreign commerce 
are now spread more evenly around the globe, Europe* has again 
emerged as our best customer among the major trading regions of 
the world, taking an average of 27 percent of U.S. exports during 
the past 5-year period. As the origin of 30 percent of our merchandise 
imports in 1959, Europe has once again become our pacing supplier, 
a position held by Latin America ever since World War IT. 

Generally speaking, U.S. exports to Europe are 35 percent in agri- 
cultural commodities (principally grains, fruits and vegetables, to- 
bacco and cotton) ; 35 percent in industrial materials (coal, petroleum, 
iron and steel, copper and chemicals) ; 20 percent in finished manu- 
factures (machinery, automobiles and aircraft); and 10 percent in 
miscellaneous products. Benelux, the United Kingdom, and West 
Germany presently rank third, fourth, and sixth, respectively, as 
leading individual markets for U.S. goods. 


Postwar transatlantic trade 


The trends in American export trade with the world as a whole 
are roughly paralleled in the fluctuations of our sales to Europe since 
the end of World War II. As indicated by the following table, a 
chart of U.S. nonmilitary exports to Europe over the past dozen years 
would appear somewhat in the shape of a capital W—the two high 
points falling in 1947 and 1957, with a lesser peak in 1951, and troughs 
in 1950 and 1953. 


1In the interest of completeness the statistics presented herein inedude trade with the 
entire European Continent, including the OEEC countries, Yugoslavia, Finland, and 
countries of the Soviet bloc—the latter accounting for only about 2 percent of our total 
Eurene sn commerce. Where otherwise used in this renort, the term ‘ 


Europe” refers only 
to Western Europe. 
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United States-European trade (1947-59) 
{In millions of dollars] 


» ~ 
1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 


Exports 1._....-..:. 5, 223] 4,343) 4, 195) 2,897) 4,056) 3, 305) 2,828) 3,325) 4,121) 5,001) 5,730) 4,531) 4,584 
Imports-........... 775) 1,187) 972) 1,455) 2, 128] 2,030) 2,333} 2,083} 2,452) 2,961) 3,141) 3,356) 4,607 
a ne ee oe ee 


! Excluding “special category”’ military use items from 1950 on. 


Following the dispatch of extraordinary relief aid, principally in 
the form of foods and fuel, which marked the immediate postwar 
period, shipments fell off markedly as a result of currency devalua- 
tion and other pay-as-you-go austerity measures. With the Korean 
war boom, coinciding with the first flicker of genuine European re- 
covery, exports were temporarily boosted. The post-Korean letdown, 
characterized primarily by a contracting market for agricultural 
products, was then followed by a strong and steady rise of sales in 
almost all commodity categories culminating in the record demand for 
U.S. goods which developed early in 1957, due in large measure to 
European scare buying and stockpiling precipitated by the Suez crisis. 
Although the figures for 1959 indicate that a new trough may have 
been reached, our transatlantic export trade has dropped off a consid- 
erable $1.2 billion annually from its 1957 peak. 

Whereas the annual volume of our postwar shipments to Europe 
has fluctuated widely and been marked by an extreme sensitivity to 
price shifts, surface changes in European economic activity and other 
short-term and cyclical factors, trade in the opposite direction has 
shown a ae steady pattern of growth. Starting from a 
low point of $800 million in 1947, U.S. sales of European goods had 
almost doubled by 1950, exceeding in dollar value the previous record 
year of 1929. After holding remarkably firm during the period of 

eneral international economic dislocation following the Korean out- 

reak, the level of imports picked up, continued to rise in 1957-58 
as export sales began to fall, and last year climbed at the most rapid 
rate ever. In the first 9 months of 1959 the United States bought 
more from Europe than in all of the preceding year. As a result, 
as indicated above, the value of last year’s imports exceeded that of 
commercial exports. 

Underscoring the commodity deficit in our current European trade 
account is the increasingly significant volume of dollars earned 
through sales and services to the American tourist. In 1958, 667,000 
visitors swarmed to this area spending over $560 million—$100 mil- 
lion more than the amount collected here through the sale of automo- 
biles, Europe’s leading export to the United States. With the number 
of tourists last year approaching the three-fourths million mark, with 
a continued heavy outward flow of investment capital, and with our 
traditionally large unfavorable balance in shipping charges and per- 
sonal remittances, our total payments deficit arising from private 
transactions with Europe is now running at the unprecedented annual 
rate of $1 billion. . 

Both the recent surge in European imports, as well as the continued 
slump in our sales to that area, can be partially explained in terms 
of extraordinary circumstances—notably the steel strike which ac- 
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counted for at least $200 million of last year’s trade reverses, and the 
unusually late movement of cotton. For these reasons it is highly 
unlikely that 1959’s adverse balance in commodity exchange will be 
a permanent feature of our trade with Europe. But this should not 
obscure the hard fact that we can no longer automatically count on 
the large net earnings that we have always known in the past, and, 
as indicated below, if trade developments continue in their present 
course the taks of creating a broader, more stable and dependable 


European demand for American products will present an even greater 
challenge. 


Summary of export trends 


The relatively erratic behavior of our European exports since World 
War IT makes it more than normally difficult to establish long-term 
trade patterns for individual items on an empirical basis. Even so, 
a review of the movement of certain key commodities in recent years 
does reveal some fairly significant trends.. The dollar value of our 
14 principal merchandise exports during the period 1954 and 1959 is 
given in the following table. An attempt has been made to list each 
commodity in relation to how well its European market has held up; 
the stronger the market, the nearer the commodity to the top of the 
list. 


Leading commodity exports (1954-59) 


[In millions of dollars] 





I re ee eee a a) aoe 

Rubber products 

Electrical machiner 

Tobacco and manufactures_.__..........-- 

Construction, mining, and oilfield ma- 
chinery 

Fruits and preparations 

Copper ores and concentrates - - -- 

Grains and preparations 

Coal and related fuels 

Raw cotton 

Petroleum and products 

Steelmill products 

Aircraft and parts._...........-.-...-..... 

Automobiles and parts 


Three general categories emerge from this type of breakdown: 

1. Generally expanding markets have been maintained for: (a) 
agricultural commodities, such as tobacco and fruits, of which the 
United States has traditionally been the world’s most efficient producer 
and for which there is a relatively stable European import demand; 
and (6) chemicals, drugs, certain types of complex machinery and 
other advanced manufacturers, the production of which involves a 
high degree of research and development. 

2. Large but extremely fluctuating markets exist for our other prin- 
cipal agricultural exports, grains and cotton, as well as for industrial 
raw materials, such as coal, petroleum, and copper. Although the 
United States remains an important supplier, these are commodities 
which are also either produced in quantity within Europe, like coal, 
or are available from other oversea sources. Not only are these 
markets more competitive, but, as shown by the Snez crisis, their 
demand factor is quite elastic and marked by a high sensitivity to 
international economic disturbances. 
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3. Progressively contracting markets have been experienced for iron 
and steel products, transport equipment and other basic manufactures. 
A recent study of market shares for manufactures by the Department 
of Commerce bears out the fact that our absolute loss of sales in these 
lines has been due almost entirely to displacement by foreign pro- 
duction. According to the Department’s report the U.S. 1958 shave 
of the export market for machinery and transport equipment in in- 
dividual OQEEC countries was down 20 percent from the 1954-56 
average. This compares with a loss of 4 percent for miscellaneous 
manufactures and a 6 percent gain for chemicals. 


Factors affecting export sales 


European recovery.—Nearly every important shift in the patterns 
of U.S. transatlantic trade can be explained, in one way or another 
as a consequence of Europe’s rapid recovery from the destruction of 
World War II and the continued increase in its productive facilities. 
The remarkable revitalization of the French economy achieved in the 
past 18 months has eliminated the last major exception to the regime 
of stable, prosperous growth with full employment generally prevail- 
ing throughout this area. By 1953 at the latest most European 
economies had reattained their prewar levels; yet they have continued 
to expand with 1958 industrial production up 15 percent in Britain, 
40 percent in Italy, 51 percent in West Germany, and 54 percent in 
France in the short space of 5 years. In contrast, U.S. industrial 
production has risen a bare 10 percent. in the same period, 

The dramatic reemergence of Europe as the world’s second indus- 
trial complex has had a profound impact on U.S. commerce in almost 
every corner of the globe. It is, of course, the immediate explanation 
behind the bulk of our market or share of market losses on that 
continent. In the area of basic manufactures, the displacement of 
American by Eurepean products in Europe is to be expected, for the 
most part, as a natural consequence of recovery, .Thus, unlike the 
situation which may exist in third-country markets, this displace- 
ment—up to the pane at least—should not be traced primarily to 
any weakening of America’s competitive position. In particular it 
should not be blamed upon “pricing ourselves out of the market” 
as European price levels for many domestically produced goods have 
risen, on the average, more rapidly than those for their U.S. product 
competitors. . 

A partial yet significant exception to this rule is found in the ever- 
dwindling sales of American-built automobiles. Yet even in this field 
we have suffered: more from product than from price competition by 
failing to offer for oversea sale a car better suited to foreign tastes 
and requirements. It is worth mene that the chrome-laden, gas- 
guzzling, four-eyed American automobile is probably only one of a 
number of U.S. products whose export possibilities would be enhanced 
if they were styled with more of an eye to the oversea market and with 
more of their price reflected in practical utility and less in decorative 
paraphernalia. 

Aside from these direct effects of industrial recovery, Europe’s eco- 
nomic boom has led to a number of separate commercial and financial 
developments of even greater long-range importance to our transat- 
lantic commerce. Heading this list are the upsurge of American pri- 
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vate investment, the easing of trade and currency controls and the 
movement toward economic integration in Europe. 

US. investment in Europe.—Statistical evidence is not readily 
available to show how much of our former share of the continental 
market for manufactures has been lost, not to rejuvenated domestic 
enterprise, but to locally based U.S. subsidiaries. Considering that 
over $1.3 billion has been invested in European production units by 
U.S. firms during the past 3 years, the proportion must be significantly 
high. Now the flow of new capital investment in Europe has been 
given fresh impetus by the Common Market and Free Trade Area pro- 
posals. In addition to the obvious advantage of getting behind the 
new trade walls, U.S. business is being offered a whole series of lures 
and incentives to migrate overseas by individual European countries, 
including free land, tax concessions, and the subsidization of construc- 
tion costs. 

The total long-term effect of expanding European investment on 
this country’s exports and the balance of payments cannot easily be 
judged. A high percentage of money invested in new plant and equip- 
ment is actually spent in the United States, thus stimulating exports, 
Later counterflows of nonreinvested income should also be counted on 
the positive side. Furthermore, little or no adversity results from in- 
vestment in the production of items which, because of high labor or 
transportation costs or for other reasons, are not economically export- 
able from the United States in any event. However, to the extent that 
American business determines to meet an oversea demand by local pro- 
duction rather than by shipping from the United States, to the extent 
that such production is a substitute for exports or potential exports, 
efforts to strengthen our transatlantic market will be drastically un- 
dercut. Because of its serious trade implications on a worldwide 
basis, the staff has recommended that the problem of oversea invest- 
ment be made one of the subjects of special study by the committee. 

Trade and exchange liberalization.—One undeniably bright spot in 
the European trade picture is the progressive abandonment of import 
quota controls, particularly those which discriminate against dollar 
goods. During recent months both France and England, for example, 
removed most items from their quota lists—principally agricultural 
and consumer products. Asa result, 80 percent of formerly controlled 
dollar trade may now be imported freely into France, and of our prin- 
cipal exports to Britain, a coal, large aircraft, and certain fruits 
and alcoholic beverages still remain under quantitative restriction. 
Even where quotas are still in effect they have, for the most part, been 
progressively enlarged. These moves help to explain why we have 
been able to hold our own in several important export markets—nota- 
bly in tobacco and fruits—which in turn points up the necessity for 
seeing that these controls are done away with altogether, thus permit- 
ting us to cash in on whatever trade advantages we still possess. At 
the same time, noting that the recent slump in our transatlantic sales 
has occurred precisely at the time when most such restrictions were 
being removed, it is obvious that even a total elimination of import 
quotas is as far from being a panacea for our European trade ills. 

Closely related to the speedup in trade liberalization was the insti- 
tution of external currency convertibility by OEEC members in De- 
cember 1958. By this move Europe demonstrated that the old “dollar 
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shortage” excuse for restricting U.S. imports had lost most of its 
validity. The worldwide significance of this measure as a boon to 
U.S. trade is that a given country is no longer forced to rely on its 
own dollar earnings to purchase American goods but may convert 
any of its European foreign exchange holdings to that purpose. West 
Germany has gone even further by extending mark convertibility to 
its own residents. 

Economic integration —Overshadowing even these developments 
and coloring all of our future trade relations with Europe is the eco- 
nomic revolution which has led to the formation of the European 
Economic Community and the Furopean Free Trade Association. 
The EEC (Common Market or Inner Six) comprising France, West 
Germany, Italy, and the Benelux countries, came into force on Jan- 
uary 1, 1958. During the ensuing 12 to 15 years (or possibly as soon 
as 1964) these countries will gradually eliminate tariffs and quota 
restrictions on all of their nonagricultural trade with one another. 
At the same time, a common external tariff is progressively being 
established by striking an average of the separate rates of duty 
previously in effect for each item. In addition to freeing merchan- 
dise trade, the Common Market countries have agreed to lift restric- 
tions on the interarea movement of labor, capital, and services, and to 
coordinate their monetary, fiscal, and agricultural policies. The first 
round of EEC tariff cuts, amounting to 10 percent, took place in 
January 1959, and the second round is scheduled for July of this year. 

The EFTA, or Outer Seven, was established only in November 
1959, and includes the United Kingdom, Norway, Denmark, Sweden, 
Portugal, Switzerland, and Austria. This group will also abolish 
protective tariffs and quotas on all except agricultural trade between 
its members. However, each country will retain its own schedule of 
duties on external trade and, unlike the “Six,” will otherwise remain 
independent so far as general economic policy is concerned. 

With the approaching end of artificial quota and exchange restric- 
tions noted above, the tariff wall confronting U.S. exports becomes an 
even more critical factor in judging our European trade prospects, 
and the formation of these two trading blocs—comprising together 
over 85 percent of our transatlantic market—will give an increasingly 
greater tariff advantage to our chief competitors for a large range of 
goods. Thus, the American automaker, appliance manufacturer, or 
machinery exporter who seeks a market in France must compete 
against German products, for example, whose labor and transport 
cost advantage will be further magnified by a tariff differential. And 
as a truly mass market develops, European manufacturers are certain 
to turn more and more to volume production, thus minimizing the 
remaining competitive edge which U.S. producers have traditionally 
enjoyed. It has been estimated that 32 percent of our exports to the 
Common Market—mostly industrial goods—will be adversely affected, 
and another 27 percent—chiefly farm products—may be affected de- 
pending upon the treatment which these countries eventually accord 
to each other’s agricultural exports? As the volume of internal trade 


2 The Commercial and Financial Chronicle, Jan. 15, 1959, p. 27. 
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among the Outer Seven is proportionately much smaller than in the 
Common Market, the injurious impact of EFTA on American ex- 
ports, though significant, will probably be somewhat less. 

Complicating matters even further is the fact that, for the short 
run at least, our trade interests and our political interests in Europe 
seem to be diametrically opposed. It is apparently our policy to en- 
courage the idea of overall European unity, including economic in- 
tegration, and to prevent the continent from being indefinitely split 
into two rival groups. Yet it is obvious that any movement toward 
freer internal trade must necessarily result in a relative disadvantage 
to external trade, including our own exports; and from the U.S. ex- 
porter’s point of view two small free trade areas are much preferable 
to one large one. 

It can be argued that an economically integrated, prosperous 
Europe with a higher standard of living and greater purchasing 
power for each of its citizens will eventually result in a much greater 
market for American goods. In the meantime, the United States is 
faced with the doubly difficult task of keeping discrimination at a 
minimum and of compensating for unavoidable losses in some lines 
by a deliberate effort to expand our exports in others. Because of its 
vital importance to the future of U.S. commerce, the manner of our 
accommodation to European economic integration, as well as our at- 
titude toward common market and free trade proposals in other 
regions, is also recommended for special study by the committee. 


LATIN AMERICA 


Summary of trade development since 1957 and why such a summary 
distorts the true picture 

The United States-Latin American trade picture is a composite of 
mixed trends, both short range and long range, against a backdrop 
of manifold economic and political uncertainties. While it may be 
convenient to treat the region as a unit for discussion, in actuality 
there exist vast intraregional differences, both as to present circum- 
stances and future prospects. For these reasons, all but the broadest 
and most threadbare of generalities need to be carefully qualified. 

The recent unfavorable shift in trade with Latin America is a case 
in point. U.S. exports have been falling, while U.S. imports have 
held comparatively steady. A majority of U.S. exporters, respond- 
ing to a committee questionnaire, report they are experiencing in- 
creasingly stiff going in Latin America against aggressive foreign 
competition, particularly from West Germany and Japan. The pay- 
ments balance has swung sharply in Latin America’s favor. Or, if 
the analysis is pursued a step further, the U.S. balance has suffered 
while the Western European balance with Latin America has been 
somewhat enhanced. 

In a sense, this summary is quite accurate. Since 1957, U.S. ex- 
ports have been losing ground in Latin America, both absolutely and 
in comparison with exports of other countries. But as a statement 
of the overall trade situation, the preceding paragraph is a gross dis- 
tortion. In 1957, U.S. exports to Latin America (and world exports 
to Latin America as well) shot up steeply to an alltime peak. The 
U.S. share of the market also increased sharply. While a number of 
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factors converged to produce this oe of the most important 
was the Suez-inspired expansion of the Venezuelan oil industry. A 
tremendous infusion of new capital helped boost Venezuelan imports 
from the United States by 55 to 75 percent above 1956 totals (depend- 
ing on whether Venezuelan or U.S. figures are used). Venezuelan 
exports to the United States and Venezuelan exports in general also 
bounded up, though by no means as precipitously as imports. 

If Venezuelan figures are excluded from the 20 Republic export- 
import totals, the United States-Latin American trade pattern takes 
on a strikingly different look. Instead of rising steadily, if mostly 
by small amounts, from 1948 through 1957, the 19 Republic export 
curve rises and falls irregularly, reaching its peak in 1956. By 1957, 
the peak export year for the 20 Republics, exports for Latin America 
minus Venezuela were already below the 1953 level. More even than 
in preceding years, a large chunk of the 1957 expansion in Latin 
American imports was financed, not out of current export receipts, 
but at the expense of accumulated reserves and a rise in future obliga- 
tions. 

The change from 1956 to 1957 is heavily underscored by comparing 
United States-Latin American balance-of-payments figures for these 
2 years, in 1956, the excess of U.S. merchandise exports over mer- 
chandise imports was $53 million. In 1957, it climbed to $712 million, 
an increase of more than 1,720 percent... (These totals include Vene- 
zuela.) The excess of services rendered over services received rose 
from $751 million in 1956 to $870 million in 1957. On the other side 
of the ledger, private capital transfers from the United States to Latin 
America, including direct investment, loans, and credits, went up from 
$815 million net to'$1,395 billion net. 

For some time prior to 1957, Latin America as a whole had been 
expanding imports at a much faster rate than exports, bridging the 
gap by cutting into exchange reserves and enlarging oversea debt. 
By the end of 1957, the string had run out for a number of countries. . 
In addition, 1958 brought a wave of political turmoil in the Caribbean . 
and elsewhere. This, together with dimming economic prospects in 
many countries and the onset of the recession at home, made U.S. i 
business nervous about further Latin. American investment. 

All these factors combined to force most countries of Latin America 
into sharp curtailment of oversea buying. --Since-the beginning of 
1958, many governments, including most. of the major U.S. trading f 
partners, have slapped tight controls on imports or added to the cov- 
erage and restrictiveness of existing controls. U.S. exports to Latin f 
America have tumbled, but so have world exports to the area.. On h 
the other hand, although down, Latin American exports have held up . 
comparatively well.* | 


U.S. shares in the Latin American market, 1954-58 and partial figures 
on 1959 


The key question is whether U.S. ees both by commodity and H 
by country of destination, have gone down more than the exports of f 
leading competitors. On this point, the evidence is mixed. A recent . 
Commerce Department study, from United Nations statistics, found 4 













..8 This statement is intended to cover only the 1957-59 period. As will be seen later, 4 
the overall decline im Latin American ex from earlier highs appears to be one of the i 
basic reasons for the current softness in the Latin American import market. Explanation if 
is deferred to avoid complicating the text at this point. ; 
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the U.S. share of the market, in) 1958 substantially uichanged from the 
1954-56 average. This conclusion was based) on analysis of 45 indi- 
vidual commodity groupings entering Latin America from the United 
States, Western Europe, and Japan. Share declines in organic chemi+ 
cals, office machinery, automobiles, tractors, noncotton fabrics, iron and 
steel, and copper manufactures were balanced by share gains in metal- 
working machinery, electrical machinery and appliances, railway ve- 
hicles, textile yarns, and metal manufactures. 

Until 6 or 7 months from now, it will be impossible to make a com- 
parable analysis for 1959... But fragmentary, statistics suggest that 
the United States may not have held its own quite so well as in 1958. 
U.S. exports to Latin America have contimued to plummet... Exports 
from Western Eurepe appear to have declined too, but at a some 
what less precipitous rate. The latest available statistics, through the 
month of November, show the following changes in monthly averages 
of U.S. trade with Latin America: 


Monthly average 
{In millions of dollars] 


1958= 100 


1950—January-March..._...--.-..----.--:--------..-- 
April-June __ 
July-September... d J 
October-December 


The pattern for the member countries of the Organization for Euro- 
pean Economic Cooperation, available through September, has been 
somewhat different : 

Monthly average 


{In millions of dollars} 


OEEC Index 
imports 1958= 100 


1 Not available, 


OEEC exports appear to have held up considerably better through 
the third quarter than U.S. exports and were climbing while U.S. 
exports were falling. The picture on the U.S. and OEEC import 
side is much less dees but because of a strong first quarter U.S. 
imports for January-September 1959 were further ahead of the 1958 
average than OEEC imports. 


Market buoyancy and the share picture 

That the United States lost ground in 1959'is also suggested by the 
fact that most of the colina tis singled out as share gain items 
in the Commerce Department’s 1954-58 study were significantly 
weaker in January-September 1959.than in. January-September 1958. 
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Blectrical apparatus sales were down 19 percent, metal manufactures 
22 percent, and railway. transportation’ equipment, {buoyed in’ 1958 
by Eximbank loans) down 50 percent: All three had been up strongly 
in 1958. over the 1954-56 ayverage.;.Share loss items continued in gen- 
eral to fall from 1958, lows. “Otlice machinery was down 29 percent, 
tractors 21 percent, and) iron and steel mill products 30 percent... The 
average decline for all commodities. was 13.5 percent. 

Despite the, statistical, supports, neither the 1954-58 share study 
nor the much rougher coe pictures for 1959 are entirely reliable. 
As the Commerce Department study itself pointed out, the U.S. 
share of a given market area depends, not. only on the degree of suc- 
cess this country enjoys against its competitors, but, in addition, on 
the buoyancy of the individual markets which comprise the area 
market, 

Something of this sort may have been a factor in any decline in 
the U.S. share of the Latin American market during 1959. As shown 
in the accompanying table for 1959, the change from 1958 to 1959 
ranged from a gain of 55 percent in U y to a loss of 27 percent 
in Peru. In the five largest markets, U.S. sales dropped 24 percent 
to Brazil, 20 percent to Cuba, and 18 percent to ae but. only 
9 percent to Venezuela, and 7 percent to Argentina. More complete 
statistics will be needed before it is possible to tell whether and by 
how much U.S. declines exceeded overall declines in country and com- 
modity markets of Latin America. 

Similar caution must be exercised in accepting the verdict of the 
Commerce Department’s share study that the combined index for 
45 listed commodities was the same in 1958 as it had been in 1954-56. 
(This is not intended as criticism of the study. The Department 
itself quite explicitly recognized the limitations inherent in its area 
approach. ) 


U.S. trade with 20 Latin American Republics (excluding special category) 
[Millions of dollars} 


U.S. exports U.S. imports 


1958 1959 Percent 1958 
change 
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The U.S. role in the Latin American market-and Latin American role 
in the U 8. market ; developments from 1938 to date 

Before looking further ‘at U.S. ee it is necessary 
to set United States-Latin American trade into a fuller context. 
Prior to World War IT, the United States took about a’ third of 
Latin America’s exports and furnished about a third of Latin 
America’s imports. This pattern was of course substantially ‘altered 
by the war. By 1945-46, most Latin American countries had piled 
up huge dollar surpluses as a result of U.S. dependence on Latin 
American raw materials to stoke its war machine and the general un- 
availability of goods for import. 

With the release of pent-up demand at war's end and with many 
of its traditional suppliers temporarily out of the market, Latin 
America turned to the United States for the bulk of its import re- 
quirements. The U.S. share of the import market stood at 58.1 per- 
cent in 1948 as against 33.9 percent in 1938, Almost the whole of the 
U.S. share gain came at the expense of Furopéan competition. In 
the years since, the industrial recovery of Western Europe and Japan 
has operated steadily to deprive the United States of its artificial 
advantage. For the past few years, the U.S: share of the Latin 
American import. market has hovered around the 50-percent mark, 
ranging from a low of 46.8 percent in 1954'to a high of 53 percent in 
1957. In 1958, the U.S. share was 49 percent. 

The United States has also become, from prewar to the present, con- 
siderably. more important as a customer for Latin American exports. 
The jump. in the decade from 1938 to 1948 was relatively modest— 
from 31 percent. to 38.5 percent. But the Korean war brought. a spurt 
in U.S. purchasing, and for a brief period in the early 1950’s, this 
country took slightly over 50 percent of all Latin American exports. 
More recently, the U.S. share has settled into a relatively narrow 
range between about 45. percent and 46 percent. of the. whole, 

Seen from the standpoint of the U.S. market, the patterns are 
superficially the same: sharp boosts in the immediate postwar period 
and gradual decline since, but with part of the share gains retained. 
On closer examination, however, there is a telltale difference. Rela- 
tively speaking, Latin American purchases from the United States 
have held up better than Latin American sales to the United States. 
As a customer for U.S. exports, Latin America occupied 15.5 per- 
cent of the U.S. market in 1938, 25 percent in 1948, 23.4 percent in 
1958, and 20.5 percent in 1959. As a supplier of U.S. imports, on 
the other hand, Latin America held a 23.1 percent share of the mar- 
ket. in 1938, 33.3 percent in 1948, 27.9 percent in 1958, and 23.8 per- 
cent in January—September 1959. The point which needs to be un- 
derlined is that Latin America, even in the offyear 1959, took roughly 
a third large share of U.S. exports than before the war but furnished 
less than a tenth larger share.of U.S. imports. 

A similar situation exists for Latin American trade in general. 
Relatively untouched by the war, Latin America was able, as soon 
as hostilities ceased, to buy and sell a larger share of the world’s 
goods than it had ever done before. Since 1950, however, while world 
trade has been increasing at an average rate of more than 7 percent 
a year (through 1958); Latin-American trade -has-risen-only about 
4 percent a year. The increase, moreover, has been unevenly dis- 
tributed. Latin American imports have increased more than 6 per- 
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cent annually on the average, Latin American exports less than 3 
percent. The result is shown in the accompanying table: 


Latin American trade as a share of world trade * 
{In millions of dollars] 


Exports 


Latin Latin 
World America | American 
share 
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1 Source: International Financial Statistics. Note that figures differ from those given in the U.N.’s 
Directory of International Trade. 


(Note that the table includes Venezuelan export and import totals. 
As pointed out earlier, the effect, after 1953, is to overstate the relative 
strength of Latin American exports.) 


Latin American commodity prablems: One-commodity countries and 
declining prices 

As has often been noted, more than 90 percent of Latin America’s 
export earnings come from primary commodities such as coffee and 
other agricultural products, petroleum and various metallic ores. 
Most countries in the area are dependent on one or {wo commodities 
for 70 percent or more of all export receipts. The dependence on a 
single leading commodity in 1958 ranged from a low of 26 percent for 
Mexico (cotton) to a high of 91 percent for Venezuela (petroleum): 


Leading commodities as a percentage of total exports (1958) 
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Source: International Financial Statistics. 
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In recent years, Latin America has suffered from declines in the 
prices of most of its major export commodities : 


Latin American price-value index from International Financial Statistics, 
November 1959 


[1953100] 


Reowrts.........-.. 109 101 102 
Tere. 3. J. : 100 99 100 104 
Trade terms__----- 108 105 100 100 110 101 98 


From 1950 through 1958, sizable net declines were registered in the 
prices of wool, cotton, sugar, lead, and zinc. Coffee, copper, tin, and 
tobacco ended the period about where they began; but coffee, copper, 
and tin had been up considerably. Prices for Brazilian coffee were 
down 38 percent in 1958 from the 1954 high, copper down 43 percent 
from 1955 levels, and tin down 32 percent from 1951. Cacao and 
petroleum made net gains. (Again, the picture without Venezuela 
would be substantially darker.) Meanwhile, Latin America has 
found itself paying higher prices for imports, and the terms of trade, 
favorable at the beginning of the decade, have turned very much 
against the area in recent years. 

Nondollar area developments.—This trend has been especially 
marked for the countries of theso-called nondollar area—Argentina, 
Brazil, Chile, Paraguay, Peru, and Uruguay. An export price index 
calculated by the United Nations and also employing 1953 as a base 
year shows that dollar area prices stood at 108 in 1957, nondollar area 
prices at 82. For the nondollar area particularly, the decline in ex- 
port prices has imposed complications on already difficult economic 
circumstances. Inflation has been general. With 1953 as 100, price 
indexes in mid-1959 stood at 525 in Argentina (September), 339 in 
Brazil (August), 1,130 in Chile (September), 243 in Paraguay (Au- 
gust), 161 in Peru (August), and 221 in Uruguay (April). Argen- 
tina, Chile, Paraguay, and Uruguay have been stagnant or declining. 
Peru’s excellent growth curve has been arrested by falling mineral 
prices. Brazil has continued to push ahead on its program of indus- 
trialization but at the cost of substantial inflation and belt-tightening 
for lower income groups. 

Dollar area developments.—The problems of the dollar area coun- 
tries are also closely involved with export prices. Earnings for the 
area fell 5 percent or $260 million from 1957 to 1958. For most 
countries of the area, prices have been comparatively stable although 
Bolivia has gone through the worst inflation in the hemisphere 
(index at 2,940 in May 1959). Colombia and Mexico have indexes 
at about the same level as Peru’s. Otherwise, Nicaragua’s inflation. 
of 17 percent in 514 years is the worst in the area. Venezuela’s index 
was at 107 in June. Like Brazil and Peru in the nondollar group, 
several of the dollar area countries have been seriously occupied wit 
economic growth and diversification of exports. Mexico in the past 
year has set out deliberately to shift the geographical composition of 
its trade so as to lessen dependence on the U.S. market. 
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For the past 2 years, however, the dominant feature of the dollar 
area has been political turmoil. Revolutions have toppled govern- 
ments in Colombia, Cuba, and Venezuela. Threatened and abortive 
revolutions have caused jitters all over the Caribbean. Immediate, 
and in Cuba’s case long range, prospects for increased foreign ex- 
change earnings were dim. Investor interest in the area, for the time 
being at least, had cooled. 


The Latin American foreign exchange crisis and its effects on 1958- 
59 imports to the area 


By the beginning of 1958, many countries in Latin America, both 
dollar and nondollar areas, were experiencing foreign exchange crises. 
Some found themselves under pressure from the International Mone- 
tary Fund and other agencies to agree to stabilization programs, Sev- 
eral others tightened up voluntarily. Resulting credit squeezes im- 
mediately cut into imports, which are almost entirely credit. financed. 
Direct import controls have also been employed to some extent. 

Of the 20 Republics, 17—all but the Dominican Republic, Guate- 
mala, and Paraguay—reduced imports between 1957 and 1958. Some 
achieved marked improvements in their trade balances. Colombia, 
despite a 31-percent decline in exports from 1954 to 1958, achieved 
its most favorable trade balance since at least 1952. For the most part, 
however, the reduction in imports was canceled by a decline in ex- 
ports. Uruguay slashed imports by 41 percent yet gained a smaller 
trade surplus than in 1956. 

Inevitably, the campaign to reduce the outgo of foreign exchange 
carried over into 1959. Inevitably, huge negative trade balances with 
the United States were an object of prime concern. Note in the table 
below for the 20 Republics minus Venezuela that, despite the 13.5- 
percent drop in imports from the United States, the negative balance 
with the United States was still 314 times what it had been in 1956, 
when Latin American export prices were already well below the 1954 
peak. The overall trade balance had improved only 8 percent from 
1957. 

Latin America minus Venezuela 


Total exports 

Exports to United States 
Total imports 

Imports from United States 
Trade balance 

Balance w 


Venezuela, after a rare negative trade balance with the United 
States in 1957, returned to its accustomed surplus in 1958. But 
much of this came from a slackening of equipment imports under 
the direct investment programs of U.S. business concerns. It there- 
fore represented little net gain in foreign exchange for Venezuela. 
In dollar amounts, the decline from the 1957 peak of Venezuelan 
imports from the United States actually exceeded the dollar decline 
in total imports. The U.S. share of Venezuela’s import market fell 
to less than 57 percent. It had been running at: about 60. percent 
on the.average and in 1957 topped 64 percent. 
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Competitive factors in decline of U.S. exports to Latin America 


The greatest part of the 1958-59 decline in U.S. exports to Latin 
America can be explained in the terms so far discussed. These prob- 
lems can be solved only through increased exchange earnings on the 
part of the Latin American countries, from whatever source de- 
rived. To this end, a large proportion of respondents to a question- 
naire sent out by the study staff urged that the U.S. Government 
take steps to minimize quota and other import restrictions on prin- 
cipal Latin American export commodities, A few even thought the 
United States ought to participate in some form of commodity sta- 
bilization program for the area. 

As indicated earlier, however, there is also important evidence, 
albeit somewhat inconclusive at this point, suggesting that_the U.S. 
decline has been due also to purely competitive factors. Business- 
men answering the subcommittee’s questionnaire offered compara- 
tively little support for the “pricing out of the market” theme. 

But the pattern of declines in the Commerce Department’s share 
study points to the probability that European and Japanese com- 
petitors are reestablishing former price advantages in the production 
of organic chemicals and fabrics, to choose two obvious items. Most 
commentators regard this movement as the continuance of a trend 
toward prewar market conditions. 

Design and suitability for the market—Share losses in sales of 
automobiles and tractors and, to some extent, of office machinery ap- 
pear to be related in part to such factors as design and suitability for 
the market. For example, one major U.S. automobile firm, in its 
answer to the subcommittee, conceded frankly that European cars 
have the edge with Latin American consumers, Gas economy, size, 
maneuverability, reverse snob appeal—all the points which, in addi- 
to price, have aided the European small car in the U.S. market— 
have also operated to advantage in Latin American. More so, per- 
haps, because of high gasoline prices, excessive traffic and the growth 
of a certain anti- Yankee chic. Too, import restrictions in some coun- 
tries have tended to work mostly against large and expensive (there- 
fore U.S.) cars. However, it should be noted that the United States 
in 1958 still held close to 70 percent of the road motor vehicle market 
(including trucks and buses as well as automobiles) compared to 16 
percent for West Germany, the nearest competitor. West Germany’s 
share, however, had doubled from the 1954-56 average. Similarly, 
the United States continues to dominate the tractor market, but its 
share has been shrinking more or less steadily since the early 1950’s. 
Light European, diesel-powered tractors are much cheaper to oper- 
oe than the heavier, gasoline-powered machines the United States 

avors. 

Tn all probability, an effort to recapture the market in these items 
would require development of new products specifically desioned for 
oversea outlets or the substantial redesign of existing products. Be- 
cause of the growing importance of local manufacture and assembly, 
to be discussed below, some experienced observers think that the 
United States cannot reclaim its lost share without substantial direct 
investment in maior markets. 

Credit availability—More susceptible to early remedy are problems 
relating to credit availability. A considerable percentage of U.S. 
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firms active in Latin America reported that European and Canadian 
exporters are offering government-backed credit terms which U.S. 
competition cannot meet. In addition, several U.S: firms have com- 
plained that Export-Import Bank refusal to lend money for sales to 
government oil monopolies has caused diversion of equipment orders 
to Western Europe. 

Local production and assembly.—Efforts by Latin American gov- 
ernments to lure foreign companies into producing or assembling 
locally—plus the natural attractions of branch or affiliate operation— 
have also had an important, though largely immeasurable, effect on 
U.S. shares on the market. Without intensive investigation, beyond 
the scope of this preliminary report, it is impossible to know to what 
extent particular U.S. exports to the Latin American market have 
been displaced by on-the-ground manufactures, including those by 
U.S. branches and affiliates. Nearly all observers believe the displace- 
ment has been substantial. 

It should be pointed out, however, as some companies did in their 
replies to the questionnaire, that if U.S. business neglects an invest- 
ment. opportunity, someone else will snap it up. Furthermore, needs 
supplied by local production release foreign exchange for other needs. 
There is no evidence that industrialization reduces imports over the 
long span. In fact, the evidence is all the other way. At the same 
time, it is by no means clear that a net loss of U.S. business in one 
commodity will be offset by gains in another commodity. 

Common market and free trade area developments in Latin Amer- 
ica—their implications.—A part from the current market changes, this 

uestion of on-the-ground manufacture is far from academic. A 
Central American common market is in the works, embracing Guate- 
mala, Honduras, E] Salvador, Nicaragua, and Costa Rica. Argen- 
tina, Brazil, Chile, Mexico, Paraguay, Peru, and Uruguay have al- 
ready agreed to establish a free trade area envisioning the abolition of 
intra-area tariff and exchange barriers in four stages over a period of 
12 years. At Bogota in August 1958, Colombia, Ecuador, and Vene- 
zuela agreed on the principle of a customs union. More distantly, 
some in the area have talked of an all-Latin American common market 
or even a hemisphere common market, 

What these developments mean for the future can only be viewed 
dimly and imperfectly. It is more than possible, however, that they 
carry within them the seeds of profound change for the whole pattern 
of U.S.-Latin American trade. Already in the past few years, profits 
from U.S. investment in Latin America have extesdid: the flow of 
new capital into the area. In the long run, it could be that the U:S. 
trade surplus with Latin America will give way to a net surplus in 
capital movement. However, this is likely to be some time in coming 
if it ever does. For the short pull, increases in U.S. investment in 
Latin America will likely be balanced by increased U.S. exports of 
production equipment and assembly components. 

Soviet and Soviet bloc trading activities in Latin America 

In the discussion of trade patterns and shares, it is difficult to know 
how much to make of recent Soviet and Soviet bloc trading activities. 
A few large deals have been made, and these have been widely re- 
ported. Communist trade with Latin America has multiplied by at 
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least 700 percent since 1952. But it began from such a low base that 
in 1957 and 1958, Soviet bloc countries received only 2 percent of 
Latin American exports and furnished only 1.3 percent of Latin 
American imports. The bulk of Soviet bloc trade has been with 
Argentina, Brazil, Cuba, and Uruguay. Recent activity has included 
Chile and Mexico as well. 

Some of the trade agreements, such as the 1958 coffee-for-cargo- 
ships agreement between Brazil and Poland, have made little sense 
economically from the Soviet bloc standpoint. The bloc does have a 
need for some raw materials exported in large quantities by Latin 
America. But the U.S.S.R. itself is a net exporter of petroleum, cot- 
ton, and grains, and many of Latin America’s food exports are simply 
not consumed in any large amounts within the bloc. In the past, the 
Soviet Union has been quite reluctant to create a level of expectation 
on the part of its own consumers which would render it dependent on 
faraway and politically unreliable sources. It is for this reason that 
some students of Soviet tactics think the Russians are unlikely to come 
permanently to the rescue of Fidel Castro’s government by increasing 
sugar consumption in the U.S.S.R. 

If past experience is an adequate guide, Russian interest in the Latin 
American market seems likely to continue sporadic and politically se- 
lective. However, the growth of the Soviet bloc gross national prod- 
uct will no doubt free a larger part of the Communists’ resources for 
this form of sly and sometimes not-so-sly economic-political penetra- 
tion. Moreover, even now, the point concerning Soviet unwillingness 
to become dependent on out-of-bloc sources must be balanced against 
the fact of Soviet eagerness to subsidize political developments it re- 
gards as favorable. With its state-controlled economy, the Soviet 
Union need not necessarily make what it buys from Latin America 
available to Soviet consumers. It would be entirely conceivable for 
the Soviets to prop the Castro government up for a prolonged period 
of time without allowing the dependence to become in the least mutual. 

The dangers of dealing with the Russians—including the threat of 
dumping operations—are widely recognized in Latin America, though 
perhaps they may not be eee appreciated. The attitude of 
some Latin Americans is that while Soviet trade may be switched on 
or off to suit the political objectives of the Kremlin, the practical effect 
is little different from uncertainties inherent in normal trade rela- 
tions—for example, the United States. In the meantime, the argu- 
ment runs, with commodity prices down, trade with the Soviet bloc 
represents a net gain for the area. Without attempting to state the 
contrary view, it seems safe to say the consensus is that, for the present, 
Soviet trade appears to be more of a political than an economic 
threat—though this is certainly not to underestimate its potential for 
mischief. What will happen in case of a Soviet-Free World detente 
is too shrouded in “ifs” and “buts” to make the speculation worth re- 


cording. Asti 


The countries of the Far East, south and southeast Asia are under- 
going changes in which the United States has an enduring national 
interest. e expansion of trade is closely related to the economic 
growth, security, and political stability of the region. For the pur- 
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pose of examining the problems affecting our trade the countries of 
Asia may be divided into three broad categories: (1) the military bur- 
dened, large-scale aid recipient countries; (2) the more industrialized 
countries of Asia, and (3) the balance of Asia. The problems related 
to expanded trade with the countries in each of these categories are 
examined against the background of recent trends. 


Trends in U.S. trade with Asia 


U.S. trade with Asia traditionally has been less than our trade with 
Europe, Canada, and Latin America. Between 1953 and 1956 our 
exports to Asia increased approximately 25 percent. During 1957 
U.S. trade with Asia reached a peak with exports valued at $2.9 bil- 
lion and imports at $1.7 billion. This improved trend was reversed 
during 1958 with exports to Asia declining to $2.2 billion and imports 
from Asia declining to $1.6 billion. During 1959 U.S. trade with 
eastern, southeastern and southern Asia balanced with exports and 
imports each amounting to $2.2 billion. This represents an increase 
of about $600 million in imports from Asia over 1958. 

The worldwide decline in U.S. exports during 1958 from the peak 
year 1957, as well as some export declines during 1959, have been at- 
tributed mainly to a few export commodities. The following table 
indicates the shifts in major commodity exports to Asia. All except 
aircraft dropped during 1958. Of these major commodities, during 
1959 only automobiles and iron and steel increased above the 1958 
level. 

{In millions of U.S. dollars] 


Comparing the major commodity shifts in imports from Asia dur- 
ing 1959 with 1958, imports of crude rubber amounted to $333.8 mil- 
lion as compared with $212.5 million during 1958. Imports of textiles 
increased from $312 million to $429.3 million. Machinery imports 
expanded from $58 million to $115.4 million. 


Reasons for the decline im U.S. exports 


The decline in U.S. exports to Asia may be attributed to a number 
of worldwide economic developments as well as to short-term factors 
within the United States and in Asia. The following are among 
the explanations which have been advanced. 

1. As foreign exchange reserves of most of the countries of Asia 
have declined most of the countries have tightened their controls over 
imports through the establishment of restricted import lists, quotas 
aa strict licensing of available foreign exchange. The decline of 
hard currency reserves may be attributed to extensive purchases by the 
Asian countries from hard currency countries as well as to a drop in 
their export earnings. 

The divs in export earnings of Asian countries coincided with the 
slump in industrial production in the United States starting im 1957. 
U.S. imports of raw materials dropped during 1958 having an ap- 
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preciable effect upon the dollar earnings of Asian countries. There 
was an upturn in 1959. U.S. imports of primary Asian raw materials 
were: 

{In millions of dollars] 
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This general reduction in raw material imports from Asia in 1958 
was countered by a continuing rise in imports, primarily of manu- 
factured goods from Japan and Hong Kong. 

2. While the deficiency in hard currency reserves of the Asian 
countries may explain a decline in U.S. exports, it does not account 
for the decline in the U.S. share of the Asian market. As the econo- 
mies of Western Europe and Japan have recovered most of these 
competitor countries have made vigorous efforts to regain or-expand 
their markets in Asia. The shifting position of the United States 
in relation to our major industrial competitors is seen in the per- 
centage share of the United States in the export of manufactured 
goods to Asian countries (other than Japan). While the 1958 per- 
centage share of exports of all commodities remained slightly higher 
than the 1954-56 average, manufactured goods, machinery and trans- 
port equipment and miscellaneous manufactures declined as follows 
(statistics are not yet. available on which to base a comparison for 
1959) : 


[Percent] 
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3. Japan’s reparations agreements with the countries of southeast 
Asia are believed to have had some effect upon the volume of U.S. 
exports. In view of the general deficiency of hard currency balances 
it may be reasoned, however, that in the absence of the reparations 
agreements the importing countries would not have imported all of 
the machinery and equipment now being secured from Japan. Under 
the agreements Vietnam will receive a grant of $39 million for con- 
struction of a naval arsenal, hydroelectric plant, and urea plant. 
Japan will pay Burma $200 million in 10 annual installments in 
capital goods and services. Provision also is made for Japanese 
investment of $50 million in Burma on a joint enterprise basis. Japan 
has paid Thailand $15 million in sterling and will provide an addi- 
tional $26.7 million in capital goods and services over an unspecified 
period. Japan will provide the Philippines with capital goods and 
services amounting to $550 million over a 20-year period. Indonesia 
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will receive $223 million over a 12-year period. In addition, Japan 
has canceled a debt to Indonesia of $777 million and will undertake to 
make private investment loans up to $400 million. Laos and Cambodia 
have renounced rights to reparations. No agreement has been reached 
with Malaya. It is the assumption of many American businessmen 
in Asia that as a result of the reparations deliveries Japan will extend 
her future market in these countries, 

4. Likewise, the Revised United States-Philippine Trade Agree- 
ment may have had some effect upon the volume of trade although it 
is difficult to determine the relative importance of the slight tariff in- 
crease compared with such other factors as shortage of hard currency 
or the emphasis in the Philippines upon establishing “import-replace- 
ment” industries. Under the terms of the revised agreement both the 
United States and the Philippines progressively will reduce tariff 
preference until the full tart rate of each eountry will apply in 
1974. Indicative of the extent of decline in the U.S. share of trade, 
in 1953 about 77 percent of Philippine imports were from the United 
States as compared to 52 percent in 1958. In 1953 approximately 68 
percent of Philippine exports were to the United States compared to 
55 percent in 1958.‘ 

5. A number of additional reasons have been advanced by Ameri- 
can officials and businessmen in Asia in an attempt to account for the 
slippage in U.S. exports of manufactured goods in competition with 
our major industrial competitors. While more intensive research will 
be required, preliminary examinations in Asia point to the following 
additional factors related to the volume of exports: 

(a) Most U.S, officials and Americans contacted in Asia were of the 
opinion that the slightly higher prices for some American products 
has not been as significant as other reasons for the decline in U.S. ex- 
ports. The major exception noted was the somewhat higher price for 
heavy industrial machinery and equipment. While there are some in- 
dications that price markups by trading firms in the country of desti- 
nation have been excessively high, it was felt that a reduction in price 
as such would not result in any significant expansion in the viaiee 
of exports. 

As distinct from initial cost price, however, operating costs appear 
to be a significant factor. This applies particularly to automobiles. 
A more important factor was considered to be the improving quality 
of European and Japanese machinery and other manufactured items. 
While American ‘radlnenrtea still hold an appeal and American serv- 
icing and accessibility of spare parts are in favor of the American 
exporter, the American exporter increasingly is being confronted 
with competition based on quality of the product. In many countries 
the American trademark is also suffering as a result of the growth of 
local import replacement industries. 

The measures to be taken to meet the competition of price and qual- 
ity remain the ee of American manufacturers and exporters. 
As for the problem of curtailed markets resulting from high tariff 


barriers, foreign exchange restrictions, and the growth of local manu- 
facturers, the response of an increasing number of American firms has 
been to establish plants in the Asian countries on a licensing or joint 
participation basis. 





¢ Data is not yet available for 1959. 
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(6) There is some evidence that the United States lags behind our 
competitors in adapting product. design to the Asian market. This is 
most evident in the case of automobiles. 

(c) Competitors offer credits somewhat more attractive in terms of 
interest rate and period repayment than those offered by American 
firms. Several European governments and Japan have export guar- 
antee programs under which the government insures against export 
losses and advances credits on terms generally more favorable than 
those available to the American exporter. It is contended by some 
that delays in the processing of applications for Export-Import Bank 
export credit loans contribute to the decline in U.S. exports. 

(d) Notwithstanding an oftexpressed opinion that competitors in 
Asia recently have become more energetic than American businessmen 
in promoting sales, the evidence to support the generalization is not 
conclusive. While the accusation may be true in some instances, it is 
countered by the energetic response of many American businessmen to 
the increasing competition. 

(e) Likewise, while instances exist of contracts being diverted from 
American firms to competitors by reason of faster delivery, the reverse 
also is true. Delivery-time is an important factor in competition but 
is not. considered to be a major reason for the decline in exports. 

In addition to these summary explanations for the decline trend in 
exports to Asia, more specific reasons account for the reduction in ex- 
ports of the major commodities affected. 

Iron and steel—During 1959 there was an upturn in U.S. iron and 
steel exports to Asia with exports valued at $156.3 million as com- 
pared with $86.4 million during 1958. The 1958 decline appeared 
abrupt in the light of the abnormal high of 1957 which followed the 
Suez crisis. The slump in prices of Asian raw material exports also 
affected shipments to Asia. The extension of liberal credit terms and 
price concessions by Japan and European competitors was particu- 
larly noticeable with respect to iron and steel. Indicative of the rela- 
tive decline in the capacity of the United States to export was the 
sharp reduction in the ratio of U.S. iron and steel exports to imports. 
On the side of demand in Asia, exports to Japan dropped from $284.4 
million in 1957 to $64.8 million in 1958. This was due in part to a’ 
slowdown in shipbuilding in Japan, coupled with a sharp reduction 
in Japan’s earlier requirements for ingots, billets, and blooms. As a 
result of idle capacity during 1958 Japan was able to meet its needs 
for semifinished steel, reducing imports from the United States. 

Automobiles and parts—Automobile exports to Asia dropped from 
$96.8 million in 1957 to $66.2 million in 1958 and increased slightly to 
$70.4 million in 1959. The primary factors accounting for the decline 
appear to be import restrictions imposed by Asian countries in order 
to conserve hard currency balance, plus inereased. foreign competition 
in the small car field. 

Aircraft—A major decline in the U.S. share of exports of aircraft 
to Asia occurred in 1957, followed by another drop in 1959. Exclud- 
ing Japan, the U.S. share of the Asian market declined from 36.6 per- 
cent during the 1954—56 period to 16.1 percent in 1957, and 15.7 percent. 
in 1958. The decline in the U.S. share of the market. in the balance 
of Asia: was offset by a slight increase in sales to Japan from $13 mil- 
lion in 1957 to $18.6 million in 1958. During 1959 civilian aircraft 
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sales to Asia amounted to $9.4 million as compared to $29.7 million 
during 1958, Thesharp decline in exports of civilian aircraft during’ 
1959 is attributed to tardy U.S. production of jet aircraft for civilian 
use, This downtrend is expected to rise during 1960 as deliveries are 
made on current orders. 

Cotton.—The 1958 and early 1959 decline in U.S. exports of cotton 
is attributed to the worldwide textile recession, a price-depressing sur- 
plus of cotton and, to some extent, to anticipation of a drop in U.S. 
cotton prices. Japan’s reduction in imports of U.S. cotton from 
$228.3 million in 1957 to $138.6 million in 1958 coincides with the re- 
duction in Japan’s exports of cotton fabrics (from $316.8 million in 
1957 to $277 million in 1958). Cotton exports to Asia dropped from 
$310.3 million im 1958 to $191 million in 1959. 

Trade with the countries receiving large-scale military aid 

A number of Asian countries, particularly South Korea, the Re- 
public of China on Formosa, South Vietnam, Laos, and Cambodia 
offer little prospect of any large-scale expansion of trade in the near 
future. These countries, now heavily dependent upon U.S. aid, have 
made great progress in recent years but still are not economically 
viable. Korea, Formosa, and Vietnam are carrying particularly heavy 
burdens in maintaining military forces far larger than the resources 
of the country would warrant. For these countries the expansion 
of trade (other than U.S. aid shipments) is a problem of increasing 
productivity and the other manifold requirements for basic de- 
velopment. This would include measures to further develop the ex- 
ports of these countries, both in intraregional] trade and in trade with 
the United States. As economic development progresses, levels of 
trade can be expected to increase. The counterpart, a continuing ex- 
pansion of trade, is essential to an increased rate of development. 


Trade with Japan and Hong Kong 


The expansion of trade with Japan and Hong Kong does not call 
for the same type of measures applicable to the balance of Asia. Ja- 
an, one of the world’s four largest industrial complexes, is the second 
argest trading partner of the United States. While Japan increas- 
ingly is becoming one of our foremost competitors in the Asian 
market, as its economy has recovered it increasingly has become an 
expanded market for U.S. exports. Concurrently, Japan’s exports to 
the United States have expanded. 

Strong pressures already exist for increased trade with Japan. 
Trade problems, therefore, are not of a nature of finding stimulants. 
Rather, trade will expand assnming that Japan and the United States 
are able to keep restrictions upon imports at @ minimum. For both 
countries the need is for the regulation of exports in such a manner 
that essential industries in the importing country will not be harmed. 
To date both the Ministry of Trade and the leaders of industry in 
Japan have made reasonable efforts to enforce voluntary quotas, main- 
tain price floors, and insure an orderly distribution in the United 
States. Patterns of negotiation and regulation for these sensitive im- 

rts have now been developed which promise to be effective in the 

ture. Japanese leaders are keenly aware of the harm that would 
result if Japanese exports of any commodity were to result in an in- 
crease in United States tariffs or quotas. 
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As for restrictions now maintained by Japan against imports from 
the United States, the U.S. delegation to the recent conference of the 
GATT, held in Tokyo, strongly urged that Japan’s restrictions no 
longer are justifiable on grounds of an adverse balance-of-payments 
position (under sec. 4 of the GATT agreement). While some Japa- 
nese Government officials are of the opinion that the economy is suffi- 
ciently strong to warrant a complete removal of the restrictions (and 
even to adopt free currency convertibility), the official policy is to 
move cautiously in this direction. As a first step Japan agreed at the 
GATT Conference to ease existing dollar area restrictions over a 
period of 18 months. 

Effective January 1, 1960, Philippine lauan wood, abaca, gypsum 
and copper alloy waste were transferred from the Fund Allocation 
System ° to the automatic approval list. Between April and October 
1960, the present dollar area discrimination will be removed on im- 
ports of iron and steel scrap, beef tallow, lard, soybeans, and pig iron. 
Japan also agreed to place 80 additional items on the Automatic Ap- 
proval List at the beginning of 1961. A new system is being intro- 
duced for the allocation of foreign exchan whch will expand im- 
ports of 48 categories of machinery. In addition, unlimited foreign 
exchange will be allocated for 34 groups of consumer goods. On Jan- 
uary 12, 1960, the Cabinet announced a relaxation during 1960 of re- 
strictions on an additional 440 items. 

As applied to major U.S. exports, the measures will permit ex- 
a U.S. exports during 1960 of iron and steel scrap, pig iron, 

ef tallow, lard, soybeans, automobiles, chemicals, ceramics, textiles, 
office equipment, machinery, medical instruments, and various con- 
sumer goods. These include television sets, whisky, and other items 
formerly prohibited. Japan has intimated that during 1961 measures 
will be taken to further liberalize imports of raw cotton and wool, 
coal, rayon and other synthetic and fiber materials, machinery, and 
additional consumer goods. While the measures taken to date are 
not expected to result in any large increase in the value of exports to 
Japan during 1960, the relaxation of restrictions undoubtedly will 
make for an expansion of future exports. 

As with Japan, the problems of expanding U.S. trade with Hong 
Kong are unlike those applying to the balance of Asia. The economic 
boom in Hong Kong is a prime example in Asia of the rate at which 
an economy can develop in an atmosphere of free, unrestricted private 
enterprise. Being a duty-free port, having free convertibility, and 
being located at the crossroads of the Far Eastern shipping lanes, 
Hong Kong has long been important as a center of entrepot trade. 
The important change during the last few years has been the rapid 
growth of light industry, particularly the manufacture of textiles, cut- 
lery, boats, plastics, metal wares, rubber boots, shoes, furniture, elec- 
tronic parts, toys, and handicraft items. This light industry has been 
spurred by an abundance of investment capital, an expanding pool 
of labor from mainland China, an adequate worldwide demand, and 
considerable initiative in promoting sales. 

Judging from recent trends, the existing pressures favor increas- 
ing trade between the United States and Hong Kong. As with Japan, 


5 List of imports requiring Government approval for the allocation of foreign exchange. 
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there is the problem of mopuletng exports from Hong Kong to insure 
price floors, orderly distribution, and reasonable quotas for those com- 
modities which may threaten critical industries in the United States. 
Unlike Japan, the government of Hong Kong has not been disposed 
toward imposing restrictions upon exports. The outstanding excep- 
tion has been the quota on textiles from Hong Kong to the United 
Kingdom. As for diversification and orderly marketing, the conten- 
tion is made in Hong Kong that Hong Kong is at the mercy of U.S. 
buyers who exhibit no regard for the effects of iro purchases 
on specific American industries. This, they contend, they are unable 
to control. A further complaint is that, as a result of the tendency of 
American buyers to concentrate upon those labor-intensive com- 
modities which can be manufactured with a rapid recovery of the 
initial investment, a disorderly development of Hong Kong is tak- 
ing place. Irrespective of these difficulties in establishing instruments 
of trade regulation by erent agreement, a large segment of 
the textile industry in Hong Kong recently has agreed to enforce its 
own controls. 

Perhaps the most significant development in United States-Asian 
trade relations has been the rapid increase in exports from Japan 
and Hong Kong to the United States. 


{In millions of dollars] 


1955 





1956 





1957 





1958 - 


U.S. imports from Japan and Hong Kong 
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The increase in U.S. imports from Japan and Hong Kong coincided 
with their improving foreign-exchange position and with a steady 
increase in the imports of Tasen and Hong Kong from the United 
States through 1957. Despite our increased imports from Japan and 
Hong Kong, U.S. exports to both areas declined in 1958 but increased 
slightly in 1959. For the first time since the end of World War IT 
the United States had an unfavorable balance of trade with Japan 
during 1959. 

The decline in U.S. exports to Japan and Hong Kong during 1958 
coincides -with the general decline in United States exports during 
1958. It is evident, however, that both Japan and Hong Kong have, 
to some extent, used their dollar earnings to pay for imports from 
countries other than the United States. 


Trade with other countries of Asia 


The countries comprising the balance of Asia (the Philippines, 
Indonesia, Malaya, Thailand, Burma, India, Pakistan, and Ceylon) 
present a different type of problem, but at the same time offer pros- 
pects for expanded U.S. trade. While many differences exist — 
these countries, all are predominantly agricultural; all have arrive 
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at a modest level of light industrial production (with exception of 
India, which is moving into heavy industry) ; all are heavily depend- 
ent upon single crop or raw material exports (abaca, jute, sugar, rice, 
lumber, cotton, tea, hemp, petroleum, rubber, and tin are predomi- 
nant); all are making strenuous efforts for accelerated economic 
development. 

In all of these countries the demand for imports of industrial equip- 
ment, machinery, chemicals, fertilizers, ulti’ and a wide range 
of consumer goods has been far greater than the capacity to buy. 
In view of their chronically adverse balance-of-payments positions, 
it has been necessary for most to maintain strict controls over imports 
and the licensing of foreign exchange. 

A major obstacle to increased trade with these countries is the 
limitation on their export capacity, particularly the limitation on 
capacity to earn hard currencies. To a considerable extent this prob- 
lem of increasing their exports is an integral part of the complex 
process of accelerating economic development. In the short run it 
depends upon such conditions as the maintenance of a high world- 
wide demand, high price levels, and a stable continuing market for 
the primary raw material exports of the region (rice, rubber, tin, 
timber, jute, etc.). In the longer run it depends upon raising the 
level of productivity, diversification, industrialization, and the com- 
plex problems of adjusting expanded worldwide production to world- 
wide demand for economic betterment. Increased trade must be 
viewed not only as an effect of economic development in Asia but as 
a causal factor essential to such development. 

If expanded U.S. exports to these countries are largely dependent 
upon the expansion of their earnings of dollars (or currencies con- 
vertible to dollars) a number of courses of action, not mutually 
exclusive, are open : 

(1) Expansion of their purchasing power through economic 
assistance programs. 

(2) Expansion of exports from Asia to the United States (or 
to other hard-currency countries having free convertibility). 

(3) Indirect aid through continued or expanded offshore pro- 
curement in these countries for consignment to third countries. 

(4) Expansion (by the United States and other hard-currency 
countries) of stockpiling programs for the basic raw material 
exports of these Asian countries. 

(5) Concerted efforts to diversify and expand the export (cur- 
rency-earning) industries of the developing countries as distinct 
from their present tendency to concentrate upon import-replace- 
ment (currency-saving) industries. i 

(6) Expanded private investment (both local and foreign) in 
industries fabricating primary raw materials into finished prod- 
ucts and in byproduct industries. 

(7) Continued international efforts to maintain a stable market 
and price for the basic raw material exports of the region. 

(8) Continued efforts through the General Agreement on 
Tariffs and Trade to remove obstacles hampering expanded ex- 
ports of the developing nations. 
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Remedial measures 


Many of the necessary measures aiming at expansion of purchasing 
power, increased productivity, and economic growth of the countries 
of Asia extend beyond the province of trade. There are a number of 
areas, however, in which remedial measures directly related to an 
expansion of trade may be considered. Many U.S. Government 
officials and American businessmen in Asia have urged further study 
of these problem areas with a view toward remedial legislation, in- 
creased appropriations, or other action by the Congress. 

1. Trade-promotion facilities of the United States 

While the trade-promotion activities in Asia of the Departments 
of State and Commerce have proved to be beneficial, an expansion of 
some programs has been suggested. Continued participation in trade 
fairs and the trade-mission programs is urged as being essential to 
expanded trade. A major complaint raised by many Americans in 
Asia is the need for more commercial attachés and commercial staffs. 
The contention is made that, at present, commercial attachés are so 
overburdened with other duties they cannot devote sufficient time to 
trade promotion; that, even if they were relieved of these accessory 
duties, additional staff would be needed if American businessmen are 
to receive the same degree of assistance as is offered by the govern- 
ments of our major competitors. It also is said that many smaller 
American firms do not seek markets nor make investments in Asia 
because of reluctance to establish an agency abroad or lack of know}- 
edge of local market demands and the intricacies of local laws, cus- 
toms, and procedures. It is for this potential American exporter and 
investor that the services of a commercial attaché under an expanded 
trade-promotion program would be particularly useful. 


2. Expanded investment 


A prevailing view among American businessmen in Asia is that 
expanded private investment is a factor of importance to the future 
expansion of trade. Among the measures which might be taken to 
improve the climate for investment and facilitate investment, an 
examination of the following would appear to offer prospects for 
possible tangible remedial action: (a) An examination of the implica- 
tions and merits of a multilateral investment treaty; (b) an exami- 
nation of the present roles of the Departments of Commerce and 
State and the International Cooperation Administration in aiding 
peryare investment in lesser developed areas; (¢) the future role of 

overnment agencies in promoting investment; and (d) the adequacy 
of the present Investment Guarantee Program. 


3. Export guarantee program 

Many American businessmen in Asia urge that the United States 
extend the Investment Guarantee Program to insure against trade 
losses along the lines of the state trade guarantee programs of com- 
petitor countries. 
4. Oredit 

The superior credit terms offered by competitors (both in terms of 


interest rate and period of epayraan) is considered by many Ameri- 
can businessmen in Asia to be a most significant factor hampering 
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expanded trade. They urge an examination (a) of the possible merits 
of establishing new facilities for extending credit by the Federal 
Government or quasi-governmental agencies; (6) of alleged delays 
in the processing of Export-Import Bank grade loans; and (c) of the 
merits of assigning roving Export-Import Bank examiners to process 
trade loan applications in the Far East, South and Southeast Asia. 


AFRICA AND NEAR EAST 


Only since the end of World War IT has Africa* assumed any 
importance in the foreign trade of the United States, either as a pur- 
chaser of American products or as a supplier of industrial raw ma- 
terials and foodstuffs to this country. 

Before the war, U.S. exports to Africa totaled scarcely $100 million 
per year, or about 2 percent of all our exports. Imports amounted to 
$50 million, or about 2 percent of total imports. American private 
investment in Africa was also comparatively minor, totaling only 
$160 million out of a total investment of $6 billion of capital from 
outside the continent. 

During the Korean war, however, U.S. imports from Africa started 
to increase spectacularly because of our need for strategic raw ma- 
terials. Similarly, our exports jumped because of the expanded needs 
of extractive industries and new developmental enterprises in Africa. 
U.S. investment also began to assume greater importance, amounting 
to 2 percent of all our investments abroad by 1956 and over $1.2 bil- 
lion by the end of 1959—714 times what it was prior to World War II. 

The continued expansion of our trade with the African Continent, 
however, is closely related to the political evolution of new nations and 
their rate of economic growth. No one can forecast the future eco- 
nomic alignment of many of the new African States, but if we assume 
a continuation of historic economic ties it seems likely that they will 
extend primarily to the mother countries and to nations most closely 
allied with Western Europe. If this assumption is valid, the United 
States will have the opportunity of playing an increasingly important 
role in the economic future of the new Africa. But our West Euro- 
pean trade competitors now clearly enjoy the advantage so far as com- 
merce with the awakened continent is concerned. 

Western European exports to all areas of the world now average 
$16 billion a year; of this total, at least $4 billion are to Africa. West- 
ern European imports from Africa also average about $4 billion a year, 
or about one-sixth of all imports from outside Europe. Africa, there- 
fore, is vitally important to Europe both as a source of raw materials 
and unmanufactured foodstuffs and as a market for the products of 
European industry. Altogether, U.S. imports from and exports to 
Africa are scarcely one-eighth as large as the trade between the Afri- 
can Continent and Western Europe. 

Thus, American exporters will have to compete with traditional sup- 
pliers in Europe, even as American importers will have to compete 
for Africa’s raw materials with her traditional purchasers in Europe. 
Our chances for expanded trade with Africa will depend on our ability 


® As used herein, the term “Africa” applies to nations of the African Continent, plus 
Madagascar, but excludes Egypt and Sudan, which are included in the Near Hast. 
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to meet the competition of a revitalized Europe, which historically 
enjoys a much more important trade relationship to that continent. 
For the emergent nations of Africa this competitive position is of 
obvious advantage : not only are the United States and Western Europe 
both dependent on African raw materials and striving for a larger 
share of the evolving African market; Soviet-bloc barter tactics are 
creating new conditions of trade which may be attractive to the 
African States. 

As the consumer of roughly half of the total industrial raw ma- 
terials output of the non-Communist world, however, the United States 
must increasingly look to Africa for supply. Already, Africa supplies 
the bulk of our consumption of diamonds, cobalt, columbium, corun- 
dum, pyrethrum, arabic gum, wattle extract, and palm oil; at least haif 
of our requirements of cocoa, cloves, vanilla, extra-long-staple cotton, 
certain lumber types, and asbestos; also a substantial amount of our 
needs of chrome, magnesium, antimony, skins, and graphite. 


Exports 


U.S. export trade with Africa climbed steadily until 1957. Between 
1938 and 1957 the value of U.S. exports increased about six times, and 
imports from Africa increased elevenfold (the rise in total import 
value being due in part to increases in raw material prices), How 
ever, the U.S. recession in 1957, as well as the fall in world prices, was 
reflected in somewhat decreasing export trade from 1957 onwards. 

The pattern of total U.S. exports to Africa (excluding totals for 
Egypt, Sudan, and ship transfers to Liberia) from 1946 to the present 
was as follows: 

[In millions of dollars] 


TODG rhino pcg ele ap eo etic nt dedvs piped p dee hpunbebbte-aplicbaal~ 563. 2 
TI iether noderetie ernie d bree annagaid hier cb edd ddupebieobrdeia>eliengitremiaieeiie 601. 5 
TRIER nist estociiem os tclepalnitin hits isnt aig ie ony py teen ete chasiphenig cde resists 522.3 
SO her SE SI ers IE iets nn als dina eere name ans Satna aan 499. 6 


The fall of $102 million from the 1957 peak amounted to a net reduc- 
tion of 16 percent, reflecting a sharp decrease in U.S. exports to South 
Africa and the Belgian Congo—the United States two leading trade 
partners in Africa, accounting in 1959 for 44.2 percent and 6.2 percent, 
respectively, of total U.S. shipments to that continent. 

As of 1959, U.S. exports to the 34 nations and territories of Africa 
were slightly more than half of our exports to the island of Japan. 
Excluding exports to industrially developed South Africa, our ship- 
ments to the remainder of the continent were less than our exports to 
the Philippines and about half of our exports to Cuba. 


Major exports from the U.S. to Africa 


[In millions of dollars] 
1956 1957 1958 1959 
Grains and preparations.___...--.---.--------------.--- 34.2 28.2 23.4 48.0 
Textile manufactures............--.--------------..--.. 56.7 62.9 55.6 54.4 
Industrial machinery _....>...-.--.---------------.---.- 87.9 107.3 110. 1 101.9 
Autos, parts, and accessories... .......-..--.--.---.-..- 92.7 88.8 64.8 47.8 
Chemicals and related products ...........-..-......... 34.1 39.3 35.1 38.8 
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Imports 


U.S. imports from Africa increased significantly during the post- 
war period with a peak of $578.8 million in 1956, Total U.S. imports 
from Africa are stated comparatively as follows: 


Web doe $280, 300, 000 |'1958 
579, 000, 000 
566, 000, 000 
Major imports from Africa to the United States 
{Millions of doliars] 
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The only prospect for any substantial expansion of U.S. exports to 
the nations and territories of Africa, exeept perhaps the Union of 
South Africa, lies in stablized prices for ‘Africa’s raw materials and 
progress toward a diversification of exportables. .For most of the 
countries of the continent, independent or otherwise, the ability to buy 
in the world market is conditioned largely by fluctuations in world 
prices for its minerals and products of the soil; and since price de- 
elines imperil foreign currency. reserves the result. necessarily and 
usually is the appheation of import restrictions to conserve exchange. 

Development of the continent’s latent resources, plus increasing in- 
dustrialization, will doubtless provide diversification for many coun- 
tries in time. Meanwile, nowhere is the interdependence of U.S. 
trade, U.S. aid, and U.S. private investment more dramatically evi- 
dent than in Africa. Whether any of these are now commensurate 
with the enormous potentials of this evolving continent and the ac- 
celeration of its progress is doubtful. 


REASONS FOR DECLINE OF UNITED STATES-AFRICAN TRADE 


U.S. trade missions, Government officials, and private businessmen 
who have visited the countries in north Africa, west Africa, and 
southern Africa advanee various reasons for the recent decline of 
U.S. exports to these areas. 

Among these, in addition to the basic problems of markets and prices 
for African exchange-earning products, are the following: 

Responsiveness of American business.—A recurring grievance men- 
tioned in many parts of Africa is the lack of responsiveness on the part 
of American concerns to trade inquiries from local businessmen. U.S, 
consular officials complain that i many instances answers have not 
been forthcoming to bona fide trade inquiries. Even if such inquiries 
are of relatively minor importance these officials feel that prompt and 
adequate answers might build up a climate of good will and possibly 
create new orders in the future. 





tie CU 


FOREIGN COMMERCE STUDY a3 


Adaptability.—A very large part. of Africa lies within the equa- 
torial zone. . Products made in the U.S. primarily for domestic use 
may have to be redesigned to be adaptable to African conditions. For 
example, large American refrigerators with special compartments for 
frozen foods are of little practical utility m areas of Africa where 
frozen foods are not eae A much smaller refrigerator made to 
accommodate the higher temperatures of Africa would be much more 
useful. Several European nations are now designing refrigerators 
especially for African conditions. 

Terms.—US. trade officials and business representatives frequently 
referred to the more favorable credit terms offered by European pro- 
ducers under credit insurance programs available in most West Euro- 
pean countries. 

Servicing —The comment is made in many areas of Africa that 
servicing facilities for American machinery, including motor cars, 
are inadequate. The fact that Eureopean companies appear to give 
more attention to this problem militates against Cs. products. 

Relationship of oversea territories with European Common Mar- 
ket.—With the institution of the Common Market and the inclusion of 
their oversea territories in Africa with the metropolitan powers, the co- 
lonial areas in Africa have obtained the advantageous position of 
having a much broader readymade market for their agricultural and 
mineral products. Even the free trade areas of the Outer Seven in 
Europe find that their overseas territories are assuming’a greater im- 
portance in the supply of strategic minerals and other raw materials 
to all members of. the group. It is axiomatic that those countries 
which are able to sell their products to the metropolitan powers in 
Europe under a system of preferential tariffs will be inclined to buy 
their necessary merchandise in Europe, Such action-may automatical- 
ly result in a diminution of their imports from the United States. 

Intrusion of the Sovict bloc—Although the trade interests of the 
Soviet bloc in Africa are minute at present, Soviet commercial rep- 
resentation in Africa, is being expanded in Ethiopia, Guinea, Ghana, 
the Cameroons, and north Africa. The supply of Soviet bloc goods 
may be small at present, but if the trade and barter agreements cur- 
rently sought for by Soviet trade missions materialize large amounts 
of Soviet goods may soon be flowing into African trade channels 
with a corresponding diminution in American exports, 

Commercial attachés—In many countries of Africa, the consensus 
is that United States commercial representation is not adequate to 
supply either the services which local importers require or the in- 
formation. needed by U.S. exporters. 


NEAR EAST? 


The trade of the Near Eastern countries is tied more closely to 
the United Kingdom and Western Europe than to the United States. 
Before the Korean war, U.S. trade with the whole area represented 
scarcely 7 percent of the area’s total trade, whereas for Britain the 
corresponding figure was close to 15 percent. In general, the area’s 
trade with the United States shows a deficit except for the oil 
exporting countries. 


™For purposes of this report “Near East” includes Greece, Turkey, the Sudan, Iraq, 
Iran, Lebanon, Jordan, Israel, the United Arab Republic, and the countries of the Arabian 
Peninsula. 
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Although U.S. trade with the Near East represents a small por- 
tion of our total world trade, actually scarcely 3.5 percent for the 
last few years, it is of growing importance both to the United States 
and to the individual countries of the region. 

Since the end of the Korean war increases in this trade have been 
significant, rising by 1956 to a level of over $1 billion and by 1959 
to $1.2 billion. 

Exports 


In 1956, U.S. exports for Near East countries reached $710.3 mil- 
lion, but dropped back to $676.2 million in 1957 and to $673.9 million 
in 1958. However, in 1959 our exports rose again to $735 million. 
The disruption caused by the closing of the Suez Canal in 1957 did not 
interrupt the flow of exports’significantly and, the upward trend 
during 1959 seemed destined to make up for whatever backlog was 
caused. Some of the increases in trade ern been due to the imple- 
menting of economic development plans supported by U.S. loans and 
grants, and the favorable dollar and foreign exchange position in 
countries whose main revenue is from oil exploitation. 

U.S. exports to the region consist principally of all types of 
machinery and vehicles, electrical equipment, iron and steel prod- 
ucts, chemicals, and many types of consumer goods. The major coun- 
tries for U.S. export trade in the Near East are Turkey, Kuwait, 
Israel, Greece, and Iran. Exports of our surplus agricultural com- 
modities and foodstuffs also figure largely in the imports of Egypt. 
From the beginning of the Public Law 480 program, title I programs 
to the area have totaled just over $400 million. 


Imports 


United States imports from the Near East have averaged just over 
3 percent of our total world imports during the last 4 years. Imports 
were $419.6 million in 1956, $411.1 million in 1957, $470.5 million in 
1958, and $455 million in 1959. Our most important Near East sup- 
pliers are Turkey, Iraq, Iran, Kuwait, and Saudi Arabia. 

Our imports consist primarily of petroleum and petroleum products 
from Kuwait, Saudi Arabia, Iraq, Iran; chrome and manganese from 
Turkey; oriental rugs from Iran; tobacco from Turkey and Greece; 
unmanufactured wool from Iran, Iraq, and Syria; cotton from Egypt; 
fruits, nuts, and sausage casing from the area generally ; biittok Pode 
the Arabian Peninsula States; and citrus and diamonds from Israel. 

Several important recent events have affected the general status of 
our trade with the area, namely, the revolt in Iraq, the conflict in 
Lebanon, and the formation of the United Arab Republic early in 
1958. However, no drastic reduction in trade followed these events. 
Some countries—Turkey and Egypt—developed dollar shortages, but 
this situation has now improved and imports have gradually in- 
creased. In Turkey particularly, inflation seems to have been checked 
and trading activity resumed. 

Special note should be taken of the gradual cessation of the repara- 
tions agreement betweeen Germany and Israel under which industrial 
machinery and railway equipment were supplied. By 1964 most of 
the payments under this agreement will cease and prospects are good 
that Isrxel will turn to the United States for at least a part of its 
needs for transportation and rolling stock. 
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FACTORS AFFECTING TRADE 


In many Near Eastern States, development and industrialization 
plans are so comprehensive that any extensive expansion of private 
investment necessarily will have to be overshadowed by public invest- 
ment in basic industries including mineral extractions. Only central 
governments in the Near East can provide the large-scale capital nec- 
essary to raise production, give employment, and expand social 
services. 

Most Near Eastern countries have reached the intermediate stage in 
their development wherein their mixed economies still require vast 
governmental expenditures. Private capital, however, is beginning 
to play an ever-increasing role. In Turkey considerable difficulty has 
been experienced in nee government economic enterprises to pri- 
vate interests so that ag ic participation in most large-scale enter- 
prises will continue to be the rule. In Iran, government policy is to 
shift from government to private ownership as rapidly as possible. 
In the United Arab Republic, in spite of ambitious public industrial- 
ization plans, efforts are being made to expand manufacturing and ag- 
riculture with as little government support as possible. 

All in all, the general consensus among the trading community is 
that once inflationary tendencies have been curbed and stabilization 
programs have been instituted, a trading climate favorable to the 
United States will have been created thus auguring well for increased 
trade between the Near East and the United States. Increases in im- 
ports of developmental machinery for industrial, agricultural, and 
mining uses are expected to continue the upward trend that began in 
the latter half of 1959. Increased exports to the United States are 
also expected to add to the exchange reserves so desperately needed. 

The reasons for the slippage in U.S. trade with Africa can be 
duplicated in most instances for the Near Eastern countries. In the 
Near East, however, there has been a stronger penetration of some 
Arab countries through trade efforts of several Soviet satellites. Large 
contracts for cotton a Egypt and crude oil from some Arab States 
have enabled the Soviet bloc to make subsequent trading arrange- 
ments under which Soviet merchandise is beginning to appear in 
increasing quantities in those countries, 





Ill. COMMENTS ON TRADE POLICY 


In September 1959, the committee invited 31 private citizens‘ to 
serve as an advisory committee for the foreign commerce study. These 
men represent top-level practical experience as producers and foreign 
traders in the fields of agricultural ¢quipment, business machines, 
motorears, petroleum and petroleum products, citrus fruit, meat, 
agricultural products, petrochemicals, aluminum, steel, heavy indus- 
trial equipment, paper and pulp, metals, textiles, construction, 
shipping trade financing, and the trade publishing, as well as three 
distinguished economists. 

In October the committee directed a series of six questions relating 
to U.S, trade policy to members of the committee with a request for 
their considered views. The results of this inquiry are summarized 
below: 


QUESTION I 


For about 25 years the United States has pursued a foreign 
trade policy oriented in general toward a situation in which world 
trade restrictions are progressively minimized in the interests of 
a freer flow of international commerce. This policy has been 
reflected, for example, in our participation in GATT, in the 
reciprocal trade agreements program, and in continuous U.S. ef- 
forts to eliminate exchange controls and other restrictions di- 
rectly or indirectly hampering the movement of trade. 

In the last few years, however, conditions affecting the conduct 
of our foreign trade have altered radically. For example, the 
industrial nations of Western Europe and Japan are now giving 
us serious competition both in world markets and in our own 
domestic market ; a Communist-bloc trade offensive to penetrate 
traditional free world markets is well underway; many of our 


1 The list is as follows: 


Stanley C. Allyn, the National Cash Reg- 


“ Raymond F. Mikesell, University of Oregon 
ster Co. 


William Blackie, Caterpillar Tractor Co. 
John 8S. Bugas, Ford Motor Co. 

F. Allen Calvert, Calvert Drilling, Ine. 
Vernon L. Conner, Florida Citrus Mutual 
James D. Cooney, Wilson & Co., Ine. 
Thomas L. Daniel, Archer-Daniels-Midland 


Co. 

Wallace M. Davis, the Hibernia National 
Bank 

Felix Ferraris, Industrial National Bank 


William C. Foster, Olin Mathieson Chem- 
ical Corp. 

J. Peter Grace, W. R. Grace & Co. 

P. F. Greene, International Trade Review 

Seymour EB. Harris, Harvard University 

George M. Harrison, AFL—CIO 

Leo M. Harvey, Harvey Aluminum, Ine, 

Cc. F. Hood, United States Steel Corp. 

George Killion, American President Lines, 
Ltd. 
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J. R. Parten, Woodley Petroleum Co. 

Morehead Patterson, American Machine & 
Foundry Co. 

H. F. Prioleau, Standard-Vacuum Oil Co. 

James T. Sheehy, Rayonier, Inc. 

Russel G. Smith, Bank of American National 
Trust & Savings 

William Stern, the Dakota National Bank 

I. M. Stewart, Union Carbide Corp. 

Samuel H. Swint, Graniteville, Co. 

Willard L. Thorp, Amherst College 

Thomas J. Watson, Jr., International Bust- 
ness Machines Corp. 

H. Harold Whitman, First National City 
Bank of New York 

Laurence F. Whittemore, Brown Co. 

— K. Winston, N. K. Winston & Co., 
ne. 
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major trading partners continue to impose exchange controls to 
restrict U.S. imports, even where shortage of dollars is no longer 
a problem; common markets and free trade zones are coming into 
being in various regions of the world. 

Do you feel thei these changed conditions have materially af- 
fected the fundamental premises on which present U.S. trade 
policy is based, and that these premises should now be revised, 
or modified ¢ 

This question was an attempt to assess the opinions of the advisers 
as to whether the United States should continue its 30-year policy of 
pressing for freer world trade in spite of radical changes in economic 
conditions since the end of World War II. 

The advisers’ answers were couched in different terms and with 
various reservations, but the overwhelming majority of those who re- 
plied (21 out of 26) indicated that, in effect, this policy remains sound 
and is the proper objective of U.S. foreign trade policy. 

In the opinion of the majority, the continuing validity of this 
policy rested on both economic and political premises: Freer and un- 
encumbered world trade will result in an increase in trade volume 
which in turn will speed the pace of industrialization, promote higher 
standards of living, and strengthen bonds of friendship and under- 
standing in the world community. The effect will be a more stable 
and strengthened free world economy—both individually and collec- 
tively. Two replies indicated that increased trade would also allay 
the necessity for larger outlays of foreign aid on the part of the de- 
veloped nations, thus easing the burden on their economy. 

It was felt these gains for the free world economy are important for 
their own sake, but of equal importance and concern is the increased 
ability to withstand the threatened Sino-Soviet economic onslaught 
which is a primary U.S. security objective. 

The majority of advisers felt that a change in our trade policy 
would invite retaliation on the part of others, with a consequent drain- 
ing of strength from the free world economy resulting from a shrink- 
age in world trade. This would not only redound to the benefit of the 
Communist world but would encourage internal economic “flabbiness” 
in free world countries through the loss of the external competitive 
stimulus vital to free enterprise economy. 

All were conscious of declining U.S. exports over the past 2 years 
and there were some significant suggestions for future emphasis as 
well as reservations as to the course of our foreign economic policy. 
Generally, there was considerable optimism stemming from the feel- 
ing that the United States achieved its present economic supremacy 
through competition and is well equipped and able to thrive from it 
on a worldwide basis. 

A minority felt that the United States was not dismantling its own 
trade barriers fast enough and that we should press for the removal 
of the “escape” clause in the Trade Agreements Act. The majority, 
however, put the emphasis on mutual reduction of trade barriers and 
there was strong feeling that we should continue to press hard for 
the removal of restrictions against dollar goods thronghoat the 
world—especially on the part of the industrial countries who origi- 
nally adopted these restrictions for balance of payments reasons which 
are no longer valid. 
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There was also strong feeling that there were measures we could 
take to put our own economic house in order. On most of these there 
was no substantial agreement, but several indicated that foreign trade 
must be regarded more in the perspective of our domestic economy, 
and that in order to compete effectively, both labor and management 
must be continually conscious that wage and price rises here without 


a concomitant rise in productivity puts us at a disadvantage with our 
foreign competition. 


Other suggestions endorsed by one or more of the advisers included 
the “tying” of more U.S. loans to our exports, lowering rates of in- 
terest at home, revising our tax laws to help U.S. exporters and busi- 
ness to compete, enacting stronger antidumping legislation, the de- 
velopment of international fair labor standards, the development of a 
trade adjustment program for those hurt by imports, and more aggres- 
sive salesmanship by U.S. exporters. One of the stronger endorse- 
ments of present trade policy was as follows: 


I believe our policy encouraging freer trade should definitely be continued. It 
promotes mutual trust and friendship among the free nations and strengthens 
their economies. 

We all know that contacts between trading nations bring familiarity with local 
habits and lead to better understanding. The economic advantages of freer trade 
are equally familiar. Free trade enables each country to develop fully its 
natural resourees and skills and allows every nation to go to the cheapest source 
of supply. Thus it promotes higher living standards for all. 

Your letter mentions several recent developments in international economic 
affairs. In my opinion, none of them gives us cause to change our policy. We 
helped build up the economies of Western Europe and make them more competi- 
tive. Lapsing back into restrictive practices would not make us more competi- 
tive with Western Europe in markets outside the United States. Rather, it 
would shelter inefficiency and make us soft. 

The Soviet trade challenge would be helped, not hindered, by a reversal of 
policy. If trade among our allies and the uncommitted nations is restricted, 
they will trade with the Communists. 

What I fear most is that even a slight reversal of our policy would touch 
off an avalanche of retaliation among the free nations that would wipe out all 
of the progress so painfully achieved over the last 25 years. 


The four advisers who felt our trade policy was no longer valid al- 
most unanimously (3 out of 4) agreed that lower wages abroad were 
a threat to American industry. They recommended more stringent 
quotas and higher tariffs to offset this danger and one pointed out that 
since trade represents only 6 percent of the U.S. gross national prod- 
uct the effect of such measures will be negligible. The following reply 
was typical of this viewpoint : 


Yes, it would seem that these changed conditions have affected the funda- 
mental premises on which our trade policy is based, and that some modification 
or revision is necessary to preserve our status in the general world economy. 
Our financial and economic aid to foreign countries to assist them in reestablish- 
ing themselves after the war, to help them provide a market for our goods, and 
to counteract the force of communism, while praiseworthy in its purpose, has 
reached a point where we are almost victims of the very thing we had helped 
them to avoid. Perhaps, if some restrictions were placed on foreign aid, such 
as requirement that an adequate portion of the funds be used to purchase U.S.- 
made products, ete., a more equitable balance could be maintained, benefiting 
both foreign and domestic countries. 

U.S. assistance in providing employment and raising the standard of living in 
foreign countries is commendable, but when it results in undue advantages to 
the donee and is a detriment to the donor, which it does when lower wages 
abroad make it impossible for the United States with its higher wages and liv- 
ing standards to compete, thus affecting exports, gold outflow, dollar availa- 
bility, then our policy needs readjustment. 
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While foreign trade is vital to particular segments of our economy, we are 
less dependent on foreign sources than are other industrial powers because of 
our large domestic market (tremendous population growth), natural resources 
(and progress in developing synthetics to replace expendable resources), and our 
highly developed industry. Imports closely approximate exports, representing 
about 3 percent of our gross national product—a gap which narrows constant- 
ly—and exports, while not simultaneously affecting all branches of U.S. in- 


dustry, should eventually bring about expansion in world production, benefiting 
all nations. 


Political and economic conditions have materially affected exports and im- 
ports in recent years (Suez crisis, recession, etc.), causing sharp fluctuations in 
the trade chart. As “have-not” countries become “have” countries, markets be- 
come more active, workers become more “wages- and benefit-conscious,” and the 
American labor sets a pattern for foreign industry, more comparable wage scales 
will increase competition and should set into motion the principles of competi- 
tive free enterprise as we know them. 

In the consideration of our foreign trade policy, it would seem advisable to 
remember that, though we are “our brother’s keeper,” we should not forget the 
admonition of the Apostle Paul in his First Epistle to Timothy (1 Timothy 5 
Chap. 8th verse) : 


“But if any provide not for his own, and specially for those of his own house, 
he hath denied the faith, and is worse than an infidel.” 

Finally, one adviser felt that the outcome of this and other studies 
would furnish a good basis for determining the effectiveness and valid- 
ity of present U.S. trade policy. 

In summary, the replies received from the advisers almost unani- 
mously indicate that the United States should continue its foreign 
trade policy of the past three decades with minor revisions to accom- 
modate recent changes in the world economy. 


QUESTION II 


The recent outflow of gold and increase in foreign dollar hold- 
ings has caused concern among some who foresee a ible con- 
sequent loss of confidence in the dollar abroad. On the other 
hand, some maintain that this represents merely a return to a 
more normal world balance of payments that will ease converti- 
bility and increase trade. 

Which of these views do you think is more nearly correct ? 

Should the present trend continue, at what point would it con- 
stitute a serious danger to the U.S. economy? 

To what extent can the deficit. be narrowed without reducin 
trade levels to a point where free world interests are aenendinndt 

How reasonable is it to expect that through the concerted ef- 
forts of business and Government, an increase in U.S. sales abroad 
can satisfactorily correct the deficit ? 

This question sought to get at the advisers’ views on the gravity of 
the increasing U.S. balance of payments deficit, but the nature of the 
question and the advisers’ answers to it will be further clarified if it 
is broken down into three parts: 

Part 1. Is the outflow of gold and increase in foreign dollar 
assets a danger to the U.S. economy at present or does it repre- 
sent a return to more normal world trade patterns? 

Part 2. If not, at what point will it constitute such a danger? 

Part 3. Can this deficit be satisfactorily corrected by an increase 
in sales abroad through the concentrated efforts of business and 
government ? 
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Part 1, question II 


Is the outflow of gold and increase in foreign dollar assets a danger 
to the U.S. economy at present or does it represent a return to more 
normal world trade patterns? 

Of those who answered this question directly (24), there was a pre- 
ponderance of feeling (19 out of 24) that the outflow of gold and in- 
crease in foreign dollar holdings represented a return to more normal 
patterns of world trade, and that there was no cause for alarm but 
rather that this was a circumstance that would prove beneficial to the 
United States and the free world as a whole. It was cited by some as 
a vindication of our postwar policy of rebuilding the shattered Euro- 
pean economy, and there was considerable gratification in the moves 
of the European nations toward full convertibility last year.’ A typi- 
cal expression of this viewpoint was as follows: 


The recent outflow of gold from the United States appears to be a logical 
readjustment of the world gold supply which was obviously put out of balance 
when the gold content of the dollar was adjusted in 1937. Such a readjustment 
of gold should have the effect of easing convertibility and thus increasing trade. 
The present trend is not a serious danger to U.S. economy. 


Two advisers felt that this represented a partial return to normal 
world trading conditions, but it also indicated that the management of 
the Ameriean economy had not been entirely prudent as’ was illus- 
trated by the fact that we are losing our competitiveness in world 
markets. To correct this, we should think of our imbalance in pay- 
ments as a warning signal which should presage a concerted effort to 
keep down prices of our products. 

he remaining three, who felt that there was considerable cause for 
concern at the present, cited such factors as loss in flexibility in apply- 
ing monetary solutions to domestic economic problems, such as the 
necessity to restrict money which may result in deflation and unem- 
ployment, and a present loss in confidence abroad in American fiscal 
stability. One adviser expressed it as follows: 


The changing conditions mentioned in question I above, and this Nation’s 
mistaken trade policies have had much to do with the recent outflow of gold 
from the United States and the increase in foreign dollar holdings. Confidence 
in the dollar abroad is important, but even more important is confidence in the 
dollar at home. Our continuing and increasing deficits and the outflow of gold 
are the chickens that have come to roost as a result of our disastrous policy of 
so-called reciprocal trade and our encouraging imports in every conceivable 
way. 

One of the best ways for us to strengthen confidence in the dollar on the part 
of foreign holders of dollar balances as well as to strengthen confidence in the 
dollar at home is to bring the Federal budget and the labor monopolies under 
eontrol. Unless there is some change in our national policy, it looks as if we 
will continue to become less competitive with foreign producers, with the re- 
sult that the tendency toward outward movement of our gold reserves will con- 


tinue. 

In contrast to the concern expressed here, however, almost 80 per- 
cent of the advisers indicated that at present we need not be overly 
concerned by this development. 

Part 2, question IT 


If not, at what point will it constitute a danger? 

Tnasmuch as such a large number (19 out of 24) felt that the pres- 
ent outflow of gold and dollar holdings represented a return to. more 
normal patterns of world trade, there is validity in attempting a syn- 
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thesis of feeling as to when they felt it might constitute a danger to 
the U.S. economy. 

As indicated above, three felt that it is a serious threat to our econ- 
omy now. Nine others did not deal with the question directly, prima- 
rily, it would seem, because they did not feel it was cause for undue 
concern. 

The remaining 16 agreed that this point would be reached when 
there was a loss of confidence in the stability of the dollar abroad. 
Some of the factors cited which could contribute to this were: 

1. A continuation of the deficit at its present size and a failure of 
the United States to adopt policies designed to reduce this deficit. 

2. A feeling on the part of foreigners that the United States had 
passed the point at which it would check further outflows. 

3. The necessity to stop further outflow of gold by fiat. 

4. When free gold reserves fall below $85 billion (1 adviser). 

5. Failure to reduce the 25-percent reserve requirement for the 
backing of our currency if it should be necessary (3 advisers). 

6. The necessity to devalue the dollar. 

7. Failure to check inflation (3 advisers). 

A typical answer embracing some of these factors is as follows: 

The trend in gold outflow would constitute a danger if it continued to the point 
where confidence were lost in the dollar and payment in gold was demanded for 
foreign claims backed by U.S. gold reserves. Of course, such action would result 
in international monetary chaos and it is very unlikely that foreign governments 
would take such action. I do not believe the gold outflow is a serious danger 
as long as the United States is in a position to stop this outflow at its discretion 
by cutting back foreign economic and military aid. This is not a suggestion 
that such be cut, but it should be pointed out that foreign aid is a discretionary 
debit in our balance of payments. 

The understandable unwillingness to be limited by a precise time 

derived from a feeling that while a continued large deficit could con- 
stitute a serious danger to the U.S. economy, the danger of such an 
eventuality should be discounted because : 
- 1. The importance of a stable U.S. dollar and economy to both the 
United States itself and the free world is sufficiently realized by our 
trading partners and they will act in concert with the United States 
to ward off any real and serious threat to this stability, and 

2. The United States itself still possesses considerable latitude in 
dealing with such a threat and most probably will take the measures 
necessary to deal with it. 

In summary, then, the advisers felt that while continued large pay- 
ments deficits could constitute a threat to U.S. economic stability, this 
is not likely to happen because the United States has, and will use, 
measures to preclude such an eventuality. One possible measure is the 
third part of this question. 


Part 3, question II 
Can this deficit be satisfactorily corrected by an increase in 
sales abroad through the concentrated efforts of business and 
government ? 

Out of the 25 direct answers to this question, 11 felt that increased 
sales could correct the deficit. There was strong feeling, however, that 
this was dependent on efforts to keep our costs competitive through 
the cooperation of organized labor as well as business and Govern- 
ment and that the Government must press harder for elimination of 
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barriers to American goods abroad. Two answers illustrating this 
were: 

The above (the outflow of gold and dollars from the United States) is not to 
say that intensive efforts should not be put forth to expand U.S. exports, and 
thereby eliminate the deficit. This can be accomplished if the United States 
will, first of all, work seriously at the job of cutting costs so that it can remain 
competitive with other countries in competing for world markets. This step, 
along with progressive elimination of trade barriers, can lead to a marked 
increase in U.S. exports. 

It is believed quite reasonable to expect that through concerted efforts of 
labor, business, and Government, an increase in U.S. sales abroad ean satisfac- 
torily cerrect the balance of payments deficit. Please note that I have added 
“labor” to the group.on which this correction depends. 

Eight more felt that, while the deficit could not be entirely elimi- 
nated by increased sales, such an increase would nevertheless be a large 
contribution toward its elimination. They felt, as did the first group, 
that it was vital for labor as well as Government and business to work 
for increased sales abroad and for Government to continue to press 
for reduction of barriers to U.S. goods.. Other measures mentioned 
were the passage of the Boggs bill to stimulate investment which will 
result in greater returns to this country and reduction or elimination 
of parts of present military and foreign aid. An answer indicative of 
this feeling was as follows: 

It would be quite reasonable to expect that through the concerted efforts of 
business and Government an increase in U.S. sales abroad couid relieve the 
deficit. Congressional action could limit, reduce, or discontinue military aid, 
thereby eliminating a heavy burden on the U.S. balance of payments. 


The remaining six felt that efforts to increase sales would result in 
only minimal reductions in the present deficit. Suggestions for its 
reduction included the balancing of the budget at home, eneneans 
investment abroad, reducing travel abroad, increasing tariffs an 
quotas to reduce imports, and reduction or elimination of foreign mili- 
tary and economic aid. One adviser expressed it as follows: 

The overall deficit results from the outpeuring of funds for foreign aid, for 
military aid throughout the world, and for the investments in less developed 
countries now being urged by our State department. It seems very unrealistic to 
expect that the deficit will correct itself until foreign aid and military aid are 
sharply reduced or done away with entirely. 

In summary, 19 out of 25 advisers were of the opinion that increased 
sales abroad, if vigorously pursued, would either eliminate or substan- 
tially reduce the growing U.S, balance-of-payments deficit, 


QUESTION III 


The Soviet Union has served notice that it intends to use in- 
ternational trade to promote its cold-war objectives. Two ad- 
vantages enjoyed by the U.S.S.R. are obvious: 

(1) It has the ability to carry out its commerce through mono- 
lithic trade structures rather than through competing private 
industries; and (2) it has the ability to aan uneconomic 
trade agreements for political purposes. 

What, in your opinion, is the most effective means of counter- 
acting the Soviet trade offensive ? 

If “competitive coexistence” is a matter of the free world versus 
the Communist world, should an effort be made to develop a 
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common strategy among free-world nations to maximize the ef- 
fect. of their extensive trade relations with the less developed 
areas and to operate insofar as possible in concert against Soviet 
trade tactics? 

The responses to this question were extremely varied, and its further 
‘division into the following two parts will result in greater clarity 
in assessing the ideas of the advisers: 

Part 1. How can the United States best. combat the Soviet trade 
offensive given their monolithic State Trading Organization and 
their ability to conclude uneconomic trade agreements. 

Part. 2. Should the United States attempt a new approach in 
working out a common strategy with the other nations of the 
free world—especially vis-a-vis the underdeveloped countries? 


Part 1, question IIT 


The first part implies unilateral action that could be taken by the 
United States, and the second seeks to assess the desirability of a 
new multilateral approach on the part of the free world. It is ob- 
vious that the two impinge on one. another to a great. d 5 iin 
a new multilateral approach can be initiated as a specific U.S. action, 
but although the advisers’ responses indicate that some feel it is the 
only approach, others that it is one of several, and still others that it 
is totally unnecessary, the responses. themselves are generally framed 
in a manner which facilitates such a breakdown. 

Possible unilateral actions by the United States can be further 
divided into recommendations for action by U.S. business alone or no 
action at all, and recommendations for ernment action both on 
the international level (to be dealt with more fully in pt. 2) and steps 
to be taken on a strictly national level. 

Seven advisers felt that nothing could or should be done at present 
to combat the Sino-Soviet economic offensive. Five of these were 
skeptical as to whether private enterprise could or should compete 
in uneconomic warfare and felt that the Soviet Union would eventu- 
ally find this too costly as well. One of these replies was as follows: 

I doubt if anyone has a factual, authoritative opinion on how to handle the 
Soviet Union. There is probably nothing we Americans or anyone can do ex- 
cept to give them plenty of rope and let them bear the losses that are sure to 
come. My own guess is that the Soviet Union’s ability to deliver goods and 
services has been exaggerated. 

The other two indicated that they felt the intentions and specific 
methods to be employed by the Soviet Union were not yet clear enough 
to indicate precise courses of action. 

Two more said that U.S. business should welcome the Soviet offen- 
sive and could meet it by raising exports to the free world through 
more aggressive merchandising of better products at lower prices. 

The remaining 19 called for various steps both on the national and 
international levels in which the Government. could play a useful or 
primary part. On the international level, five strongly recommended 
trade policies consistent with the objectives of free trade as the best 
method to combat Seviet incursions. Typical of these was the 
following: , 

Aside from organization of the free nations, our unilateral actions must cre- 
ate an atmosphere naturally resistant to the Soviet trade offensive. Our bar- 


riers to foreign goods should be as low as possible so that trade with us, in- 
stead of the Communists, is encouraged. 
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Other specific recommendations were : 

1. More commodity agreements to stabilize world prices of raw 
materials. 

2. Encouragement of the development of common markets in the 
free world. 

3. Continual exchange of people, technicians, and ideas with other 
free countries. 

4. Greater encouragement of U.S. investment abroad through acts 
to create a better business climate both here and overseas. 

5. Continuous publication and notice of Soviet intentions and ob- 
jectives in trade, as well as the side effects of such actions as their 
dumping of tin on world tin prices and the tin-producing countries. 

6. Demonstrate the advantages in trading for convertible currencies. 

On the national level two advisers suggested that the U.S. Govern- 
ment might have to bear some of the cost to U.S. business in meeting 
Soviet terms in uneconomic trade agreements. This would be con- 
sidered part of our foreign aid and could be subcontracted out to busi- 
ness on a competitive basis and at a loss after the Government had 
negotiated the deal to meet objections to Government interference 
in business. 

Other suggestions were : 

1. A Board of Economic Warfare might have to be set up to deal 
with the threat if it were judged sufficiently harmful to the interests 
of the United States and the free world. 

2. An agency outside the Treasury which would collect funds de- 
rived from tariffs and quotas equalizing the cost of production of 
imported goods at their originating point and here. These funds 
would be used to develop markets for the country’s exports and rais- 
ing their standards of living. 

3. Give U.S. private industry the continuous help, information, and 
backing which will indicate to those abroad that the Government 
stands solidly behind it. An example of this feeling is: 

On the political side, it is essential to make certain that political and eco- 
nomic objectives are not unrelated. One example would be the “propaganda” 
efforts of various Government agencies to demonstrate the merits of “our” way 
of life and to build a better image of the United States abroad. 

In summarizing the replies to this part, we can say that although 7 
advisers felt that it was either too premature to judge Soviet inten- 
tions or that no specific action was called for, the other 21 felt that 
renewed efforts both on the part of business and Government were 
necessary to meet the challenge. Further steps on an international 
level will be discussed in analyzing the response to the second part of 
this question. 

Part 2, question ITT 


Should the United States attempt a new approach in working out 
a common strategy with the other nations of the free world—espe- 
cially vis-a-vis the underdeveloped countries? 

Opinion as to the desirability of steps in this direction was divided. 
Five advisers did not comment on it directly. Ten more were opposed 
to any government action at all. The reasons advanced were: 

1. It would be complicated and impractical (two advisers). 

2. “Yankee ingenuity” will better serve the purpose. 
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3. The problem is not serious enough. 

4. It would serve as an irritant to the Communist bloc and insure 
the very action we hope to avoid. 

5. It is a further intrusion of Government into business (two ad- 
visers). One felt that this would be an indication that the free enter- 
prise system would not work, and suggested the setting up of an inter- 
national consortium of interested business firms to establish a com- 
modity stabilization corporation. This consortium would endeavor 
to insure price stabilization by purchasing “dumped” Soviet com- 
modities from capital supplied at first by the firms themselves and 
later the profits accruing to it. 

6. Present international agencies are adequate to take care of the 
problem (two advisers) : 

It is doubtful if much further “common strategy” on trade among free nations 
could be expected other than that which presently exists in GATT and a few 
U.N. programs to meet the challenge of “competitive coexistence.” 

Opinions of three other advisers were: 

1. Such an approach will do no harm. 

2. It is a good idea if it can be consistent with efforts toward fur- 
ther relaxation of tensions in the cold war. 

3. It would be desirable if it can be worked out with those coun- 
tries form, have industrial tie-ups with the Communist bloc, such 
as India. 

The remaining 10 endorsed the idea wholeheartedly. Some were 
not sure of the exact form such cooperation would take, but all felt 
that efforts should be made in this direction : 


There should, by all means, be a concerted effort to develop more effective and 
more intensive efforts by the free world’s industrial nations to aid the less 
developed countries and thereby blunt the Soviet bloc’s trade drive. 

The free-world economic policies should definitely be coordinated to get 
the maximum political impact on the uncommitted countries and to counter 
Soviet economic strategy. 

As may be seen from the first quotation, some advisers place a 
strong emphasis on coordinating economic aid policies in conjunction 
with trade relations, Some specific proposals for the coordination 
of trade relations were: 

1. The alerting of unwary countries to objectives and dangers of 
Soviet trade. ' 

2. The mobilization of free-world opinion against harmful trade 
deals. 

8. The provision of acceptable alternatives for those nations vulner- 
able'to Soviet trade offers. 

4. The common use of economic pressures to halt trade which will 
disrupt world markets—free world transgressions as well as others. 

5. The developing of a better understanding of common objectives. 

To summarize, 10 advisers are against any U.S. Government action 
to coordinate free-world trade relations; five more failed to com- 
ment on it; and 13 feel that such a program would be desirable and 
that exploratory steps should be taken with the objective of insuring 
such cooperation. 

QUESTION IV 


Present U.S. policy heavily restricts trade with the U.S.S.R. 
and its eastern European satellites and embargoes trade with the 
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Asian Communist countries, Aside from the obvious necessity 
of withholding strategic military materials from the Communist- 
bloc countries, it is said in support of this policy that it will help 
to retard the rate of industrialization and economic growth in 
the Communist States, compel them to continue functioning in a 
distorted economy which necessarily denied consumer needs in 
favor of heavy industry. On the other hand, some observers 
point out that since most of the other Western industrial powers 
(including Japan) are fillmg Communist orders which we refuse 
to fill, our policy is only partially effective, and that it serves 
to strengthen the economic cohesion of Communist-bloc coun- 
tries. Further, it is argued that the continued no-trade policy 
is an unnecessary irritant at a time when the Eisenhower-Khru- 
shchev talks hold at least some hope of relaxed East-West tensions. 

What are your views as to whether the national interests of 
the United States would be better served by continuation or modi- 
cation of the present policy ? 

On the question of increasing trade with the Soviet. bloc, there was 
considerable agreement. Nineteen out of twenty-eight advisers, with 
varying degrees of vehemence, felt that our present policy should be 
SOREN Among the reasons cited by at least three or more were 
that business has gone to trades in allied countries where regulations 
are not as stringent as here (they urged the alignment of our policies 
with theirs) ; present policies are not retarding bloc growth to any 
great degree; and increased trade may, by assisting the growth and 
prosperity of the Soviet consumer sector, give the Russian people 
more to lose in a conflict, thus promoting peaceful inclinations and 
prospects for world peace generally. 

Other reasons cited were the tendency of present policy to create 
self-sufficiency on the part of the bloc, ok increased trade would 
make them more economically dependent on the West, as well as en- 
courage independence on the part of the satellites where capitalist 
ideas will be developed which would further contribute to world 
peace. 

Russia, China, and the other states of the Eastern bloc will make economic 
progress with or without trade with the United States. Under our current 


policies what is happening is that all trade with these countries is being chan- 
neled to England, Germany, and elsewhere. 

While controls should be maintained over strategic goods, it makes no sense 
at all to control other trade, and such controls are certainly an unnecessary 
irritant at a time when we seek some kind of stabilization in relations with the 
Soviet bloc. However, if relations with China are opened in the political and 
economic sphere, this move should be accompanied by sufficient political ,conces- 
sions on the part of Communist China to prevent the appearance of a U.S: capitu- 
lation in the eyes of the uncommitted countries. 


Although Communist China was not mentioned specifically:in the 
question, six other replies took specific note of that country as did the 
one above. When reasons for a change in trade policy were given, 
they were largely the same as those mentioned.in connection with the 
Soviet Union or the bloc as a whole. From the tone of the replies, it 
can be assumed that the other 12 would include Asian Communist 
countries along with the Eurepean States in any trade increase—given 
an improvement in political relations. 

Three more advisers were not certain at this time whether increased 
trade would be advisable, but. they felt there should be a thorough re- 
view of present policies to aline them with future policy objectives. 
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Present U.S. policies on East-West trade are undoubtedly in need of revision 
and updating to make sure they are in line with current conditions and future 
objectives. 

Two of these felt that we must put greater pressure on our allies to 
operate with us and the reasons cited. were: Present wore re- 
tarding Soviet growth and industrialization; the fact that bloc 
needs our trade more than we theirs would be contributory to a small 
market for our nonstrategic goods; and that the necessary participa- 
tion of our Government in such trade would do irreparable harm to 
our free enterprise system along with the economic losses we would 
suffer as “their bureaucrats would trade the pants off cur bureaucrats.” 

I think that the present U.S. policy of heavily restricting trade with the 
U.S.S.R. and its eastern European satellites and the embargo of trade with the 
Asian countries should be continued. We should make a very strong effort 
to persuade other Western industrial powers, including Japan, to review the 
entire matter of trade with the U.S.S.R. for the mutual protection of all free 
nations against the unfair U.S.S.R. foreign trade program which is politically 
designed to further the Soviet Union’s objective in the cold-war effort. 

In summary, the great majority of our advisers (19 out of 28) felt 
that present policies vis-a-vis trade with the Communist bloc were in- 
effective and that national interest dictated that they should be 
brought into line with those of our allies. Three more felt they were 
in need of review with an eye to possible change, and the remaining 
six would keep them as restrictive as at present. 


QUESTION V 


There has been a marked trend toward the establishment of 
U.S.-owned facilities abroad as, for example, subsidiary plants 
inside the borders of the European Common Market. 
In your opinion, will this trend, if continued; have an un- 
favorable impact on U.S. domestic production and employment? 
What are the short- and long-range implications for the United 
States in terms of the character and volume of its foreign trade? 


This question seeks to assess the opinions of the advisers on the 
apres of the establishment of US.owned productive facilities 
abroad : 
Part 1. Will it have an unfavorable impact on domestic pro- 
duction and employment? 
Part 2. How will it affect our foreign trade, both in the long 
and short range? 
Although many .answers to the first. question were contingent on 
the acta te if an increase in foreign trade was the e 
result, this would in time increase domestic employment and produc- 
tion—an effort will be made to evaluate the answers separately. 
Part 1, question V 
In your opinion, will this trend, if continued, have an unfavor- 
able impact on U.S: domestic production and employment? 
There was a considerable amount of varistion in the answers to this 
question as well asthe reasons for the conclusions. 
Two advisers felt that the immediate effect on domestic employment 
and production would be an increase in both heeanse of the quick ex- 
pansion in markets abroad resulting from such expansion, 




















68 FOREIGN COMMERCE STUDY 


Eight more felt that there would be no effect at all—two of them 
with the reservation that goods manufactured abroad must not be 
imported into the United States and U.S. productivity and prices 
must remain competitive. It was pointed out that Us. capital was 


responding to the advantages offered by the Common Market in Eu- 
rope; that others would take advantage of investment opportunities 
if U.S. manufacturers did not; that these markets would otherwise be 
lost through price competition; that a great deal of U.S. equipment 
went to these foreign plants, and that these plants were only subsidi- 

f this was the following 


aries of the home U.S. offices. Typical o 
answer : 


I feel that establishment of U.S.-owned subsidiary plants abroad will have 
little impact on U.S. production and employment. Subsidiary plants are usu- 
ally additional plants and do not replace existing domestic production and em- 
ployment. Many subsidiary plants are the direct result of trade barriers and 
are intended to supply the foreign area in which they are located rather than 
compete with plants in the United States. 


Six more advisers foresaw some short-range dislocations in particu- 
lar industries, but felt that increased dividends returned to the United 
States and increased living standards abroad would result in higher 


domestic production and employment. One adviser expressed it as 
follows: 


It is our opinion that the establishment of overseas plants will continue for 
some time. It is possible that there will be cases of unfavorable impact on U.S. 
production and employment but it should be of relatively short duration. Our 
experience indicates that properly controlled expansion of overseas facilities frees 
domestic productive capacity in orderly steps and allows for the normal expan- 
sion of domestic production. It would, therefore, appear that if each industry 
were to establish overseas facilities on a planned basis, the unfavorable impact 
should be minute. 


Adverse effects were predicted by six who felt that the results of the 
movement of facilities abroad was to replace employment and produc- 
tion here. One man expressed it as follows: 

I think it is perfectly obvious that U.S.-owned facilities abroad are bound to 
have an unfavorable impact on domestic production and employment in the United 
States. Regardless of whether or not an article that comes into this country from 
abroad is made in a plant belonging to foreign owners or to U.S. owners, that 
article takes the place of one which would have been manufactured in this coun- 
try and made by an American employee. Therefore, such articles cut into the 
domestic market for U.S. manufacturers and dry up the domestic market for 
the U.S. laboring man’s services. Of course, with U.S. policies which encourage 
such imports from foreign ownerships, it is inevitable that U.S. manufacturers 
will be forced to operate foreign subsidiaries. 

The remaining six answers did not touch upon this question directly 
or the authors were unsure of the immediate effects. : 

In summary, then, 16 out of 22 advisers who answered this question 
directly felt that the trend of increased U.S. investment abroad would 
either have no effect or only short-term effects in certain industries on 
domestic. employment and nen and the other 6 felt the oppo- 
site—that it was having and will have an adverse effect on both. 


Pari 2, question V sn = 
__ What are the’short- and long-range implications for the United 
States in terms of the character and volume of its foreign trade? 
There was considerably more unanimity in this part of the question : 
17 out of 25’ who answered directly looked to an increase in our trade. 
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Four of the replies made it contingent on continued progress toward 
freer trade and two on the stabilization of wages and prices in the 
United States. 

Most predicated their answers on the assumption that increased 
U.S. investment abroad is resulting in greater industrialization, in- 
creased standards of living, and higher purchasin wer in other 
countries which will result in greater demand for US. goods. 

Four noted the benefits to the United States in increasing dividends 
and their beneficial effect on our balance of payments. Other results 
mentioned were the recapture of foreign markets, a closer integration 
of the U.S. and European economies, and three answers indicated 
that the character of U.S, exports would tend more toward raw 
materials and components of specialty goods which would be utilized 
at factories abroad. 

One reply anticipating increased exports was as follows: 


Continued healthy and rational expansion of both European and American 
economies should not adversely affect U.S. domestic production and employ- 
ment. At the same time, however, the United States must deliberately adopt 
policies which will allow proper rates of growth in our economy and which are 
consistent with American objectives of full employment, plans of living and 
growth in productivity. The refusal by American enterprise to invest in facili- 
ties in the European Economic Community would not safeguard American 
exports to that area. The economy of the Community is burgeoning and the 
spur of competition and economic opportunity would inevitably insure forma- 
tion of productive capacity necessary to supply its own markets. The short-run 
implications for U.S. foreign trade lie in the noncompetitive prices and nature 
of some U.S. products. The volume of U.S. exports and imports of manufac- 
tured products indicates that we are losing ground. The growth of production 
capacity in Europe and in other areas of the world to which we have heretofore 
exported relatively large quantities of U.S. manufactured products will, in the 
short run, result in a reduction of some U.S. exports in those areas. Over the 
longer term our incomes from and sales to foreign areas will benefit with general 
growth. 


Eight other advisers felt that the long-range outlook for exports 
would be adversely affected by U.S. investment abroad. Reasons 
mentioned were the increasing replacement. of U.S. exports by these 
facilities, increases in first U.S. and then foreign trade barriers as 
low-priced goods come into the U.S, market. e inability of divi- 
dene to compensate for decreasing exports, the adverse long-range 
effects on the U.S. economy, and the continual weakening of the dollar 
resulting from increased U.S. investment abroad. 

As just mentioned, the short-range imnpact has already been unfavorable upon 
our exports. If the trend is continued and unless the gap between U.S. and 
foreign labor costs starts to decrease rather than increase, many firms will 
eventually feel obliged to supply a part of the American market from their 
foreign plants, thereby causing an increase in imports. Probably by the time 
we reach this point, protectionism will gain the upper hand. This will doubt- 
less cause countermeasures elsewhere and U.S. as well as world trade will then 
start to shrink. 


Three others did not answer the pen directly or were uncertain 
of the long-range implications for U.S. trade. 

In summary, out of the 25 answering the question directly, 17 felt 
that the greater industrialization and consequent higher purchasin 
power would result in greater trade, while 8 felt the results woul 
ce practilla the opposite. 
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QUESTION VI 


It has been the policy of the United States to provide financial 
aid to increase the productivity of less-developed countries. If 
successful, this policy must be expected to deprive U.S, exporters 
of some present markets in these countries and create new competi- 
tors for third-country markets. Further, there appears to be 
some feeling that U.S. assistance in developing the industrial 
potential of other countries is creating new competitors for U.S, 
producers in our own domestic market. 

On the other hand, it is pointed out that increased industrial- 
ization of less-developed areas will in the long run expand export 
markets and that their industrialization is essential to strengthen 
the free world economy. 

What are your views with respect to these contrasting attitudes ! 

On this question the advisers were unanimous in answering that 
they felt aid to the less-developed countries shonld and must be 
continued. 

Four expressed varying degrees of reluctance, three of them feeling 
it should either be all private aid, reorientated to technical assistance 
only, or its effect could be detrimental to our trade in the long run, and 
one that it was definitely detrimental but had to be continued for 
political reasons. 

The other 24 felt it should be continued on the present basis with 
perhaps some change in emphasis, such as confining it to “substruc- 
ture” (powerplants, transportation facilities, etc.), more reliance on 
“hard” loans rather than grants on “soft” loans, clearing up some in- 
efficiencies, more internationalization, and reducing some uneconomic 
subsidies, Five specifically stated that our industrial allies must con- 
tribute more of their share. 

Most agreed that while there might be temporary dislocation in 
the United States due to competition resulting from increased in- 
dustrialization of the less-developed countries, this would be of short 
duration, and of small consequence compared to the ultimate benefits 
to our exports through increased demand in these countries as their 
living standards rise. The evidence for this most frequently cited 
was that the greatest amount of trade traditionally is between de- 
veloped countries and this pattern will continue between the United 
States and increasingly Sethiopeld countries. 

Other reasons emphasized were the political necessity as well as. 
humanitarian considerations. 

A typical majority view was as follows: 

There is no doubt in my mind that our help in building up the less-developed 
nations will result in great benefiits to the United States in the long run. The 
overwhelming economic effect will be to multiply our export markets. The 
underdeveloped countries today are in a comparable position to the United 
States around 1800. The last 160 years have certainly proven that our progress 
was beneficial to Buropean trade. We can expect similar future advantages 
to ourselves from the improved living standards, growth of industry, and ex- 
panded buying power in today’s less-developed countries. 

The power of our aid to strengthen the free world economy is eyen more im- 
portant than the effect on our exports. The Communists are poised at the 
border of nearly every underdeveloped country with alluring offers. For the 


sake of freedom throughout major parts of the world we must lead in helping 
the peoples of Latin America, Africa, and Asia to realize their aspirations. 
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Surely, certain of our industries will feel more competition, in third markets 
and at home, as these countries develop. As a nation, we have never feared 
change, and I hope we always maintain this dynamic attitude. Particular in- 
dustries will have to make adjustments, but in the long run the realization of 
the full potential of all free nations is in our own self-interest. 

In summary, while only 4 had serious reservations, all 28 advisers 
felt that aid should be continued and any increased competition re- 
sulting from increased industrialization of the less-developed coun- 
tries will in most cases be of small consequence and will be outweighed 
primarily by the long-range economic benefit to the free world in 

eneral and the United States in particular, and secondly, by the po- 
itical benefit that accrues to the United States as well as the humani- 
tarian necessity for its continuance. 


O 





